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ALFRED MARSHALL 


In the death of Alfred Marshall,! economic science 
lost its most distinguished representative. None among 
the English-speaking will question his primacy; and I 
doubt whether on the Continent or elsewhere a name 
could be mentioned that would dispute his title. For a 
generation his position of leadership was secure; and his 


death leaves a vacancy that will long wait to be filled. 
His main contributions to our subject are easily listed. 
I will not undertake anything in the nature of a catalog; 
such will not fail to be prepared with piety by his coun- 
trymen. The first of the publications that attracted 
wide attention was the little book on the Economics of 
Industry (1879), ‘‘by A. and M. P. Marshall.” Com- 
pact tho it was, it showed the marks of an acute, inde- 
pendent, forward-making mind (we have no idiomatic 
equivalent of the German term ‘‘bahn-brechend’’). 
As a piece of exposition, it has qualities not surpassed, 
not always maintained, in the later writings; and it re- 
mains good to read and to ponder on. Some brief papers 
and addresses also belong to the earlier period; among 
them is the notable address on The Present Position of 
Economics (1885), delivered on the assumption of the 


1. Born July 26, 1842; died, July 13, 1924. 
1 
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Professorship of Political Economy at Cambridge. Very 
early, too (1878), came a pamphlet on the theory of for- 
eign trade, privately printed, but of a quality to put on 
the qui-vive the economists who had the privilege of 
examining it.? 

More than a decade after the publication of the Eco- 
nomics -of Industry, the Principles of Economics ap- 
peared, the first edition having the date 1890. It was 
designed to be the initial volume of a large treatise in 
several volumes, covering all phases of economics; 
somewhat on the scale of the ambitious works which 
German scholars plan and occasionally complete. In- 
deed, the phrase ‘‘an introductory volume” remains on 
the title-page of the last edition of the Principles. But 
it was more than an initial or introductory volume. It 
was an ordered and systematic restatement of funda- 
mentals, complete in itself; a work fit to crown any 
man’s life. It was succeeded shortly by a condensation 
for students use, the Elements of Economics. This suf- 
fered — so it has always seemed to me — from defects 
of style observable in all his writings, and no small ob- 
stacle in a book for beginners. The earlier elementary 
book (Economics of Industry) had qualities of directness, 
vividness, comprehensibility, which one misses not only 
in the Elements but throughout the later writings. Popu- 
larization, however, was neither his forte nor his ambi- 
tion. It was doubtless the publishers who caused him 
to turn for a brief space to writing of this kind, and he 
soon went back to work of a higher order. He gave great 
time and labor to revising and perfecting the Principles, 
— of this process of elaboration I shall say something 
presently, — and to reading and planning for the vol- 
umes that were to follow. The fruit of long years of 
persistent tho not uninterrupted labor came in the two 


2. The original pamphlet I have never seen. It is reproduced in 
Appendix J of Marshall’s last book, Money, Credit and Commerce. 
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books on Industry and Trade (1919) and Money, Credit 
and Commerce (1923). With these the imposing plan 
may be said to have been completed. 

It must be said of the last two books that they are not 
comparable in significance with the Principles. Mar- 
shall had the experience which has befallen many a Ger- 
man scholar who has attempted similar ambitious pro- 
jects. The volumes that deal with ‘‘applied economics”’ 
and constitute in some sort a response to the demand for 
a realistic treatment, never have the permanent in- 
fluence of those dealing with the underlying principles. 
They may illustrate and enrich, verify or modify, enable 
those who understand already to understand still better; 
but none the less their effect is likely to be ephemeral. 
This difficulty, unavoidable in any books of the kind, 
was accentuated in the case of Marshall’s last two vol- 
umes by the circumstance that they rested mainly on 
reflections and observations of the pre-war period, but 
appeared after the war. It is going altogether too far to 
say —as some have done — that they were obsolete 
when published; but it is true that they failed to take 
adequate account of the extraordinary phenomena of 
the last decade. A further obstacle to their effectiveness 
arose from Marshall’s style. His method of exposition 
is not adapted to the historical, narrative, descriptive 
matter which bulks so large in them. In their pages is 
to be found many a flash of the man’s genius, and from 
the pen of another they would have been heralded as 
works of the first order. But from the author of the 
Principles they came somewhat with the effect of an 
anti-climax. 

The only serious digressions from sustained devotion 
to the scholar’s tasks which Marshall permitted himself 
arose from public calls. In 1888 he sent to the Gold and 
Silver Commission a ‘‘Memorandum on the Effects 
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which Differences between the Currencies of Different 
Countries have on International Trade”; and in 1903 
he sent in a “‘Memorandum on the Fiscal Policy of In- 
ternational Trade” (reprinted in a second edition, 1908). 
Both show the eminently judicial spirit of the man, and 
his keenness and unerring reasoning; and both show the 
corresponding qualities of caution, qualification, a cer- 
tain lack of directness. In 1891 he was appointed a 
member of the Commission on Labor, and devoted 
much time to its sittings and hearings. From these — 
so I have heard him say — he derived great benefit 
through better understanding of the diversity of the 
actual economic happenings, their multifarious char- 
acter, the order within apparent disorder. Yet it may 
be doubted whether the experience substantially en- 
riched his equipment or enabled him to do more or bet- 
ter work of the kind in which he was preéminent. 

In general, to repeat, Marshall kept to the large and 
fundamental problems. He had a strong feeling against 
half-baked work, pot-boilers, anything rapidly thrown 
off. For himself at all events, he felt that his strength 
was limited and that he must give all he had to per- 
fected work of a kind that had promise of lasting sig- 
nificance. He was frail of body; and he believed himself 
frail of mind also, in the sense that he was sensitive to 
the strain of concentrated intellectual attention. Yet 
when one goes through his writings, and sees on every 
page the marks of unfailing attention to every point, of 
wide reading, of extraordinary fertility and invention, 
no suspicion arises of anything in the nature of a phys- 
ical limitation. While he did not digress from the 
scholar’s field, within that field he had the strength and 
the will to roam freely. Many a footnote, passed over 
lightly on a first reading, becomes a mine of suggestion 
on the second or third; and on such attentive perusal it 








ALFRED MARSHALL 5 


is found to show not only that much labor had been 
given to what is there, but that much must have been 
given to what was put aside and yet would probably 
have been retained by others with justified pride. Mar- 
shall was alive to the intricacies of every problem, 
strongly tempted by the pleasure of intellectual work- 
manship. Often enough he gives warning to the reader 
that this or that passage serves rather to satisfy intel- 
lectual curiosity than to advance in substance the mat- 
ter in hand; yet no reader who follows him in such 
excursions fails to experience the satisfaction derived 
from faultless reasoning and nicety of distinction. Tak- 
ing account not only of the number of pages and of the 
familiar and outstanding doctrines and conclusions, but 
of all the elaborations and ramifications of the man’s 
work, they constitute in mere volume a great monument. 

Of Marshall’s general doctrines and of his specific con- 
tributions it is superfluous to speak in detail. Their in- 
fluence is writ large in almost everything, good and bad, 
weighty and superficial, that comes nowadays from the 
economists, or at least from those who write in English. 
As with Adam Smith, so with Marshall, the beginner 
who has been introduced into the subject as currently 
expounded, and then has been led to explore among 
the great writers of the past, quite possibly will get an 
impression similar to that of the youth who read Hamlet 
for the first time: he did not think much of it, because 
it was so full of quotations. Marshall’s turns of phrase 
have become household words. This is most strikingly 
the case with Book V of the Principles. Demand sched- 
ules and supply schedules, the equilibrium of supply and 
demand, short-period and long-period equilibrium, in- 
ternal and external economics, the representative firm, 
rent and quasi-rent — these have become part of the 
stock-in-trade of every teacher and student. But they 
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are more; they are crystallizations of trains of rea- 
soning and substantive conclusions which have become 
imbedded in the structure of economics. 

So it is with consumers’ surplus (“‘consumers’ rent”’ 
it was in the first edition). We may find the source of the 
notion, indeed the underlying principle, in earlier writ- 
ers; wemay qualify or amplify; we may think we have 
progressed beyond; indeed we may quite reject; but 
here is something with which all of us must reckon, 
something which has potently stimulated our thinking, 
enlarged our conception of the meaning of economic 
activity for human happiness. As regards the qualifica- 
tions and limitations of the doctrine, no one was better 
aware of them than was Marshall himself. In the earlier 
chapter on this topic he speaks of his treatment as ‘‘an 
elementary analysis of a formal sort.” Elementary? 
Let the reader examine that extraordinary chapter on 
the “Doctrine of Maximum Satisfaction”; and however 
he may ponder and doubt on the suggested applications 
in practice, he cannot withhold admiration of the intel- 
lectual achievement, or of the modesty which would 
describe it all as an elementary analysis. And that it 
was an analysis of a formal sort, no one appreciated bet- 
ter than he. Behind it lie the unsolved and perhaps in- 
soluble problems of the spirit — what is happiness, what 
is progress, why life is worth living. That all this was in 
the background he knew quite as well as the critics; nor 
did he elaborate the reasons why, within the modest 
scope of economics, this attempt to measure satisfaction 
and welfare may lead to conclusions of no mean impor- 
tance. 

I have referred to the many editions of the Principles 
— the first in 1890, the eighth in 1920. The changes in 
the successive editions and the manner in which they 
were made are characteristic of the man’s ways of work- 
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ing and writing. Those of the second were the most 
considerable. They involved a radical rearrangement 
of sundry chapters and noteworthy modifications of 
phraseology; none the less, hardly anything new in 
substance. The process of rearranging, polishing, ton- 
ing up or toning down, was carried on in the later edi- 
tions, especially in the fourth and fifth. Matter was 
transferred from text to appendix, from one chapter to 
another. Concessions were made to critics, yet none 
that affected the core of the original statements; quali- 
fications were inserted, yet few which the understanding 
reader would not bear in mind himself. The later litera- 
ture of the several topics was noted, often with searching 
tho courteous criticism; but this is a labor that needs to 
be renewed as soon as done — it is a task of Sisyphus, 
I suspect that the prolonged revision of the printed page 
was but a continuation of what had been going on with 
the manuscript before it went to the printer at all. And 
the result was not in proportion to the labor bestowed, 
The great things were full-blown in the first edition. 
The time and energy lavished on revision could have 
been given with more profit to further large undertak- 
ings. And sometimes there was no gain at all. The re- 
peated reworking did not always bring a real improve- 
ment in the pages. Marshall’s style at its best is not 
luminous. Tho every sentence is careful and well-con- 
structed, the sentences, and not less the paragraphs and 
sections, follow each other in halting measure, occa- 
sionally even with an effect of confusion. They do not 
leave their impress on the reader’s mind. Marshall 
can never be skimmed and must always be studied— 
repaying the study, it is true, in ample measure. But the 
anxious desire to prevent misunderstanding, the con- 
stant endeavor to forestall objection, to be exact and 
perfect in every utterance, made the exposition no 
better, sometimes made it worse. 
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Marshall was so keenly aware of the complexities of 
the actual world, so fully aware of the hazy character 
of our “tendencies,” ‘“‘approximations,”’ “‘fundamental 
principles,” that he shrank from a plain and simple 
statement as from positive pain. In the annals of the 
Political Economy Club, lately compiled by Mr. Henry 
Higgs with so much devotion, there is an anecdote that 
deserves quotation. ‘‘ Professor Marshall was address- 
ing us, when our reverent silence was broken by some 
rash opponent who interjected half a dozen words of 
objection. ‘All short statements are wrong,’ said the 
Professor. ‘ Is that one?’ asked Courtney, and the in- 
cident closed with laughter.” * 

Is it not well sometimes to commit one’s self to short 
statements? to a plain and simple doctrine? Man wants 
answers on his fundamental problems; and however we 
realize their complexities, we must either openly confess 
ignorance once for all, or assume the responsibility of 
giving a yes or no. 

All this meticulous care, this anxious fear of falling 
into inaccuracy or of being misunderstood, had some 
consequences that went beyond caution and precision. 
The substance of things is sometimes left still obscure. 
The debate on the specific productivity of labor and 
capital has played a large part in recent discussion, and 
one would wish to know just where the protagonist of 
English economists stood. It is not easy to make out. 


We may suppose that in a certain factory an extra £100 worth of 
machinery can be applied so as not to involve any other extra ex- 
pense, and so as to add annually £3 worth to the net output of the 
factory, after allowing for its own wear and tear. If the investors of 
capital push it into every occupation in which it seems likely to gain 
a high reward; and if, after this has been done and equilibrium has 
been found, it still pays and only just pays to employ this machinery, 
we can infer from this fact that the yearly rate of interest is 3 per 


3. H. Higgs, Political Economy Club, p. 353. 
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cent. But illustrations of this kind merely indicate part of the action 
of the great causes which govern value. They cannot be made into 
a theory of interest, any more than into a theory of wages, without 
reasoning in a circle. 

As regards wages, on the other hand, the productivity 
doctrine, tho admitted to be valid as regards the wages 
of any class of labor, is said to have by itself ‘“‘no real 
meaning as a theory of wages”; while yet ‘‘the doctrine 
throws into clear light one of the causes that govern 
wages.”’ (The italics are mine.) These several utter- 
ances are not inconsistent; but one would wish them to 
be brought together in a connected whole. Just what is 
the reasoning in a circle? A later passage presumably 
gives the clue: ‘The substitution of capital for labour 
is really the substitution of labour, combined with 
much waiting, in the place of other forms of labour 
combined with little waiting.”’ But the reader must 
piece together these passages and others; and only if 
he has thought and read much for himself can he make 
out what was in Marshall’s mind — and at the end may 
remain still in doubt.‘ 

On another much-debated question, the theory of 
business profits and the high gains of the fortune-mak- 
ers, we find also a circumspect and qualified doctrine; 
tho here, to be sure, it is the doctrine itself, not the 
statement, that is cireumspect. The gist of it — to re- 
call familiar matter — can be stated in a few words. 
Exceptional gifts for organization and management 
bring it about that the individuals possessing them reap 
large profits; and for such individuals the gains are quite 
analogous to the rent of exceptional land sites. But the 
conspicuous prizes of these fortunate few are offset by 
the multiplied and obscured losses of the many who fail; 
and so heavy are the losses, so great the risks, that in the 
balance of account for the business men as a class, noth- 


4. The passages referred to are at pp. 518, 519, 523 of the sixth edition. 
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ing in the nature of a surplus is left. For myself I have 
never been convinced that the risks, especially for the 
particular individuals who possess the unusual gifts, are 
really so great as to bring even an approach to this 
equalizing result. No doubt some allowance must be 
made for risks and failures. But the ‘“‘rent of ability” 
cannot be thus disposed of as an economic and social 
problem; it is not in this way that the last word can be 
said about large business profits and the fortunes of 
the great money-makers. 

Closely related to this problem is still another, or 
rather a group of problems: those which used to be con- 
sidered under the head of ‘‘ Differences of Wages,” now 
more commonly associated with the wider subject of 
social stratification. Here both the doctrine of Marshall 
and his statement of it leave an impression of indecision. 
We find it laid down that the hardest and most repel- 
lent labor is the worst paid; that those who do such 
labor remain submerged in the lowest social and eco- 
nomic stratum by forces whose operation is cumulative; 
that no task is more urgent than that of lifting them to 
higher levels. The implications would seem to be clear: 
there is a lack of free movement between the industrial 
strata and the social classes. The term non-competing 
groups (rejected with some scorn) may not fit the situa- 
tion; but there can be no question — so it would seem 
— that equalization of the attractiveness of different 
occupations is not believed to take place. Yet in the 
final summing up, at the close of several elaborate chap- 
ters, we find this (the italics again are mine): 

The incomes which are being earned by all agents of production, 
human as well as material, and those which appear likely to be 
earned by them in the future, exercise a ceaseless influence on those 
persons by whose action the future supplies of these agents are de- 


termined. There is a constant tendency towards a position of normal 
equilibrium, in which the supply of each of these agents shall stand 
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in such a relation to the demand for its services, as to give to those 
who have provided the supply a sufficient reward for their efforts and 
sacrifices. If the economic conditions of the country remained sta- 
tionary sufficiently long, this tendency would realize itself in such an 
adjustment of supply to demand, that both machines and human 
beings would earn generally an amount that corresponded fairly 
with their cost of rearing and training (conventional necessaries as 
well as those things which are strictly necessary being reckoned for).5 

“Sufficient” for what? Sufficient to equalize the at- 
tractiveness of all occupations — that is, such as to leave 
those differences only which would persist under perfect 
freedom of opportunity? or sufficient to meet a supply 
price of the several grades of labor? And is there such a 
supply price? The other words which I have italicized 
(“conventional necessaries,’ etc.) seem to intimate a 
doctrine to that effect. Yet a much more explicit refer- 
ence to a supply price, based on different standards of 
living in different classes, which had appeared (as a hy- 
pothesis, to be sure) in an earlier edition,® was deleted in 
the later editions. And are differences in class standards 
of living — granting that these are indicated by the 
phrase “‘ conventional necessaries’’ — things of the same 
order as “‘cost of rearing and training,’ not to mention 
“efforts and sacrifices’”’? 

It is to be freely admitted that on these matters cau- 
tion there must be. The subjects are elusive; hard-and- 
fast statements are dangerous. But something more 
precise, some sharper formulation of an outstanding 
conclusion, is awaited by an earnest and even anxious 
public. Is it entirely beyond the compass of the econo- 
mists to give an unequivocal answer? Marshall’s failure 
to arrive at anything of the kind is due in large part, no 
doubt, to his aversion to plain and simple doctrines. In 
part also it is due, I cannot but suspect, to a certain un- 
willingness to face the disquieting aspects of the eco- 


5. Pages 576-577, sixth edition. 
6. Second edition, bk. vi, vol. i, pp. 557-558. 
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nomic and social situation, the causes of persisting 
inequality, the difficulties of justifying the present dis- 
tribution of income and property. Marshall was very 
far indeed from being a defender of things as they are; 
his scientific temperament would in itself have inhibited 
any such attitude, and his spirit was warm and generous. 
Yet unsparing criticism of the existing order, fervent 
advocacy of change, did not suit his temperament or 
enlist his sympathy. 

This reflection leads to the final question that we ask 
ourselves as we survey his career and achievements. 
What will be Marshall’s permanent place in the litera- 
ture of economics? Will there be a Marshallian School? 
and what sort of permanent contribution will he prove 
in the end to have made to the advancement of the 
science? 

In one direction we may be confident of an abiding in- 
fluence, of a fruitful school. A school there is already, in 
the sense of a notable group of economists trained by 
him or in his methods; one now bringing England to a 
position of eminence in economics comparable to that of 
a century ago. But it differs from its predecessor — at 
least so far as the impress of Marshall is on it — in that 
there is no gospel. Marshall’s is a cold doctrine, not a 
kindling one. Let me repeat that, in saying this, I 
would not intimate that he was indifferent to the ques- 
tion of social justice. I mean only that by temperament 
he was a man of science, not a preacher. He explains, 
he rarely exhorts. As regards the tasks of explanation 
and analysis, his leadership is not to be doubted. He 
combines the two things most needed for the advance- 
ment of economic science: on the one hand, strict and 
severe reasoning from premises; on the other, an under- 
standing of the limitations of deductive reasoning, a 
recognition of the complexities of the actual world, a 
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hunger for facts. The accumulation of statistical data, 
their discriminating analysis, their orderly presentation; 
the history and accurate description of economic condi- 
tions; the testing and verification of hypotheses by 
every method and with the application of the most re- 
fined tools — all this is not only in accord with his prac- 
tice, but stimulated by his intellectual and personal 
influence. 

There are tasks of another order, however. They are 
concerned not merely with the working of the existing 
régime, dominated as it is by private property, but with 
the origin of that régime, its foundations, its growth, its 
future. Not a few of them doubtless may be regarded as 
lying outside the strict scope of economics: they reach 
into the domains of history, politics, ethics, psychology, 
biology. They deal with the make-up of the human 
species, the behavior of men, the mutability of their 
traditions and ambitions and ideals, the growth of in- 
stitutions, the potentialities of progress; and with the 
great underlying question of what constitutes progress, 
what is right living, what is justice. The speculations 
and researches of the economists will turn in this direc- 
tion no less fruitfully than to the familiar task of explain- 
ing things as they are. Both sets of problems must 
be taken in hand, and in both directions we may look 
for great advances, and eventually for an economic 
and social science far more profound than we now can 
boast of. 

It is in the first-mentioned direction that Marshall 
was preéminent, opened new paths, established a tradi- 
tion, founded a school. Needless to say, there is no op- 
position between the two; tho perhaps it is rare that the 
same individual is temperamentally attracted to both. 
One may speculate what Marshall might have brought 
to pass if his wide-ranging and penetrating intellect had 
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turned to the genetic problems in all their complexities. 
The last twenty years of his life might have been given 
unreservedly to these high matters; would they have 
yielded something that could be placed side by side 
with the Principles? It is idle to ask. We may be well 
content with what we have, and pay our tribute of grati- 
tude for a great example and a great achievement. 


F. W. Taussia. 


Harvarp UNIVERSITY. 




















THE DISTRIBUTION OF CORPORATE 
OWNERSHIP IN THE UNITED STATES 


SUMMARY 


An important movement, in need of quantitative measurement,16. — 
Federal income-tax returns indicate a wider distribution of dividend 
payments, 17. — Corroborative evidence furnished by a study of stock 
ownership in 281 corporations, 21. — An estimate of total capital stock 
of American corporations and of the number of domestic stockholders, 26. 
— Two periods of rapid diffusion, 29. — Stock ownership by employees, 
32. — By customers, 32. — Labor banks, 33. — Tax-exempt securities, 
35. — Effect of Liberty Bond campaigns, 35.— Increase of savings 
deposits, 36. — Effect of higher wages, 37. — Conclusion, 38. 


THE growth of the modern corporation, along with the 
great diffusion of stockholding among the general public 
which has taken place in the last twenty-five years, is 
one of the distinctly significant trends of the period. 
The tendency toward a more democratic distribution of 
beneficiary interests in the corporations of the country 
has been attended by an increase in the number of 
people who are getting a portion of their income from 
their accumulated savings. Attention has been called 
to this development by various American writers on 
economics and finance.1 The same tendency has been 
noted in England by Alfred Marshall. ‘‘In the earlier 
stages of capitalistic development, the first place was 
held by individuals, or by small groups of men, each 
possessing much wealth. In the modern age, many rail- 

1. S. S. Huebner, “‘Stockholding in American Railroads,” Annals of 
the American Academy of Political and Social Science, December 1923; 
8. S. Huebner, The Stock Market; J. E. Meeker, The Work of the Stock 
Exchange; H. S. Martin, The New York Stock Exchange; Bureau of 


Railway News and Statistics, Statistics of American Railways; Richard 


Boeckal, Labor’s Money. 
15 











16 QUARTERLY JOURNAL OF ECONOMICS 


ways and other undertakings are owned in great part by 
multitudes of small capitalists. The main effect of this 
development is to strengthen the position of the middle 
classes relatively to the working classes on the one hand 
and to the wealthy classes on the other.’ ? 

These references, however, are all qualitative and de- 
scriptive in character. No statistical analysis has as yet 
been made of the wide distribution of stockholdings in 
the modern corporation. It is the purpose of this paper 
to make a quantitative study of the extent and direction 
of this development. 

Two independent avenues of approach toward an 
exact determination of the general development of this 
tendency have been followed. (1) The division of 
ownership of corporations, as manifested by the number 
of stockholders and the average number of shares held 
by each stockholder, obtained by questionnaires and 
published statements. (2) The amount of dividends re- 
ceived by the various income classes in the United 
States, as revealed by income-tax statistics. These two 
avenues, altho independently traversed, lead to the 
same conclusions.’ 

There has been a large increase in the number of 
stockholders in the United States— from approxi- 
mately 4,400,000 in 1900 to approximately 14,400,000 
in 1922. Not only has the basis of ownership expanded, 
but there has been an appreciable shifting of the owner- 


2. Money, Credit and Commerce, p. 68. 

3. The basic data for this study were obtained from four independent 
sources: (1) Statistics of Income in the United States, published by the 
U. S. Commissioner of Internal Revenue, for the years 1916 to 1922 in- 
clusive. (2) Questionnaires sent to about two hundred of the largest 
corporations in the country, to which 108 replies were received. (3) In- 
formation for nine corporations in New York City was obtained by 
direct solicitation. (4) As a further check and for additional informa- 
tion, published statements, financial reports of individual corporations, 
and other available information were also used. 
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ship of corporations from the wealthier classes to those 
of moderate and small means. In 1921, for example, the 
income-tax figures show that the classes in the United 
States with incomes under $20,000 per annum received 
53.2 per cent of the dividends paid, which means that 
the class receiving incomes of over $20,000 per annum 
had an equity of less than 50 per cent in the corporations 
of the United States. 
I 


In Table I are listed the number of returns, the total 
net income reported, and the amount of dividends in- 
cluded in the net income of each class for the years 1916 
to 1922 inclusive. The division of the classes is as fol- 
lows: Annual incomes from $1,000 to $5,000, from 
$5,000 to $10,000, from $10,000 to $15,000, from $15,000 
to $20,000, and over $20,000. The figures for 1916 are 
not strictly comparable to those for subsequent years, 
since the exemptions for that year were $3,000 for an un- 
married person and $4,000 for a married person, while in 
1917 and later years, these exemptions were reduced to 
$1,000 and $2,000 respectively, making the number of 
returns and the total net income in the group up to 
$5,000 much smaller in 1916 than in any succeeding 
year. With this in mind, however, the 1916 figures may 
be of some use in the final analysis. 

A brief summary of the salient points which an analy- 
sis of Table I brings out may help to clarify the problem. 

1. For the income class of over $20,000, the largest 
aggregate, both in absolute figures and in percentage of 
total dividends received, is found in 1916 and amounts 
to $1,694,000,000 or 79.3 per cent of the total dividends 
reported. This is followed by practically an uninter- 
rupted decrease in the percentages of dividends reported 
by this class each year until 1921, when the lowest 
figure — $1,158,000,000, equal to 46.8 per cent of total 
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Returns Net income Dividends 
Year and income group Amount Amount 
(in thousands of dollars) {Number | Per cent in (in |Per cent 
= distri- illions millions | distri- 
thou- | bution of of | bution 
sands) dollars) dollars) 
1916 
Df SPS ere ree 130 36.5 515 10.4 38 ly 
Aad a iick db ec eaeus 126 35.6 865 17.6 144 6. 
Se 37 10.5 451 9.1 cena éaea 
eee 19 5.2 316 6.4 260 12. 
CEs ccdacec. cecece 43 12.2 2,788 56.5 1,6 79.3 
ET steenadcdadveces 355 100.0 4,935 100.0 2,136 100.0 
1917 
SS  rrrrer ere 1,399 76.4 4,181 37.4 190 9. 
ere ree 271 14.8 1,827 16.3 230 lly 
Ch beteceereeetecese 66 3.6 796 7.1 161 8. 
BME se cesccccccesceces 30 1.6 516 4.6 121 6. 
biebactanateeed 66 3.6 3,871 34.6 1,289 64. 
WE Socadkecureckwus 1,832 100.0 | 11,191 100.0 1,991 100. 
1918 
EE Dic catekheienewns 3,946 89.2 9,394 59.0 335 14, 
BPE ccnccccccesoseces 320 7.2 2,146 13.5 316 13. 
Pnécassacescecceeces 70 1.6 848 5.3 208 8. 
err rrr t 30 7 522 3.3 153 6. 
DE <in¢ncentcenne-< 59 13 3,014 18.9 1,358 57. 
anne 4,425 100.0 | 15,924 100.0 2,370 100. 
87.7 | 11,150 56.1 326 13.3 
8.2 2,954 14.9 322 13.1 
18 1,183 6.0 225 9.2 
8 724 3.6 170 6.9 
1.5 3,848 19.4 1,411 57.5 
EE: scdake sbeeeenen 5,333 100.0 | 19,859 100.0 2,454 100.0 
1920 
ft re rrr erre re 6,578 90.6 | 15,274 64.4 372 13.6 
Pe. s6cecnsacouesecs 455 6.3 3,068 12.9 385 14.0 
Sa éeewe 104 14 1,253 5.3 273 10.0 
PPE ccussaceceesesese 45 6 765 3.2 205 7.5 
(teeenndooesnee 78 1.1 3,375 14.2 1,501 54.9 
, ee 7,260 100.0 | 23,735 100.0 2,736 100.0 
1921 
BM acicceeedetsesees 6,137 92.1 13,215 67.5 562 22.7 
PE ccneceseeeonecees 353 5.3 1379 12.1 349 14.1 
See 80 1.2 5.0 233 9.4 
/ arr 34 5 588 3.0 175 7.0 
enasenecsevess 58 9 2,428 12.4 1,158 46.8 
TE cited dbectaccuad 6,662 100.0 | 19,577 100.0 2,477 100.0 
1922 
DPT ccacassceccsssece 6,193 91.2 | 13,532 63.4 491 18.4 
PPE ccerdcccscecese ° 391 5.8 2,642 12.4 356 13.4 
SE SHRPRS Tie 90 13 1,092 5.1 237 8.9 
 —__— 40 6 686 3.2 182 6.8 
EE Sdédincdeadeded 73 11 3,384 15.9 1.398 52.5 
EE 6665 ben tec cewses 6,787 100.0 | 21,336 100.0 2,664 100.0 
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dividends — is reached. The year 1922 shows a slight 
increase over 1921, but remains lower than any of the 
other years. 

2. The dividends received by the class of $5,000 to 
$10,000 show a large increase from 1916 to 1917 and a 
further increase from 1917 to 1918. From then on, the 
dividends received by this class are comparatively 
stable both in absolute amount and in percentage of the 
total dividends reported. The dividends reported by the 
income class of $10,000 to $15,000 amount to $161,000,- 
000 in 1917 or 8.1 per cent of the total, while in 1918 
they increase to $208,000,000 or 8.8 per cent of the total. 
Both the absolute and the relative amounts of the divi- 
dends reported by this class remain approximately the 
same for the following years. The dividends received by 
the class of $15,000 to $20,000 amount to $121,000,000 
or 6.1 per cent in 1917, 6.5 in 1918, 6.9 in 1919, 7.5 in 
1920, 7.0 in 1921, and 6.8 in 1922. It is obvious, there- 
fore, that the dividends received by the group of in- 
come classes between $5,000 and $20,000 did not vary 
in relative importance very materially from 1917 to 
1922, the total percentages of these three classes in 1917 
being 25.8 per cent; in 1918, 28.6; in 1919, 29.2; in 
1920, 31.5; in 1921, 30.5; and in 1922, 29.1. 

The largest increase occurs in the class of incomes of 
$1,000 to $5,000. In 1916, the dividends received by 
this group amount to only $38,000,000 or 1.8 per cent of 
the total dividends reported. The figures for this year, 
as was pointed out above, should not be used for com- 
parative purposes, since the exemption limits were so 
high in 1916 as to make the number of returns in this 
class small. The year 1917, therefore, should be the 
first year for comparative purposes. In 1917, dividends 
reported by this class amounted to $190,000,000 or 9.5 
per cent of the total dividends reported. In 1918, this 
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amount rose to $335,000,000 or 14.1 per cent of the 
total. In 1919, there was a drop of about ten million 
dollars in the total amount and a decrease to 13.3 per 
cent. In 1920, there was a rise to $372,000,000. The 
year 1921, however, marked the point of greatest in- 
crease, rising to $562,000,000 or 22.7 per cent of the total 
dividends reported. In 1922, there was a slight decrease 
from the high point of 1921, but it still remained at 
$491,000,000, which is higher than any previous year 
except 1921. 

To summarize. The figures demonstrate that since 
1916 there has been an increase in the aggregate amount 
of annual dividends paid by corporations in the United 
States. Both the absolute and proportionate shares of 
this total which go to the class of income above $20,000 
(to be designated for the purposes of this paper the 
“wealthy” group of the country) show substantial de- 
creases from year to year over the period 1916 to 1921. 
The group which may here be termed the ‘middle 
class,” whose income ranges from $5,000 to $20,000, 
shows moderate increases in the amount of annual divi- 
dends received for the period 1916 to 1921, both in abso- 
lute figures and in proportion to the total. The largest 
and most significant increase in dividends received has 
taken place in the class of incomes below $5,000 per 
annum, in the group which includes the “‘ wage-earning 
class.” 4 This suggests a tendency of the ownership of 

4. It should be pointed out in this connection that the amounts shown 
as dividends received by employees may perhaps not be real income. In 
many cases of employee subscription the dividends received do not ex- 
ceed by any considerable amount the interest paid on balances due to the 
corporation, so that the net income actually received by the individual is 
smaller than the dividends reported. The interest paid comes in as a de- 
duction from gross income on the income-tax return. This would also be 
true for stock held on margin. It is to the advantage of the taxpayer to 
report dividends received in full, since they are not subject to the normal 


tax, and at the same time to deduct interest paid from the income which 
is subject to the normal tax. 
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corporations in this country to pass into the hands of the 
wage-earners — a phenomenon which may have great 
future possibilities. This gradual shifting of the owner- 
ship of corporations from the few to the many has not 
yet affected materially the actual control of corpora- 
tions. On the contrary, it has strengthened controlling 
interests. One of the results of this great diffusion of 
stockholding is the possibility of controlling a large cor- 
poration through a comparatively small portion of the 
total stock of the corporation concentrated in the hands 
of a single individual or group. This may be an instru- 
ment for misuse in the hands of reckless speculators and 
unscrupulous promoters and makes the necessity for the 
protection of the individual stockholder greater than 
ever. 


II 


The second source of basic data with reference to the 
number of stockholders in the United States is a special 
inquiry made by the writer. About two hundred ques- 
tionnaires were sent out, to which 108 replies were re- 
ceived. Data for other corporations were obtained from 
published statements and from other available sources. 
The data secured were as follows: (1) Number of stock- 
holders in 1900; (2) Average number of shares held by 
each; (3) Similar information for 1910, 1913, 1917, 
1920, and 1923. 

It is obviously beyond the limits of the time and effort 
of an individual investigator to canvass every corpora- 
tion in the United States for the necessary information. 
It was decided, therefore, to choose a group which might 
properly be considered representative of the corporate 
industries of the United States. Information was ob- 
tained for 281 corporations, distributed as follows among 
different industries. 
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Ri iis kinase hab Lae bib eiawepeese.cioesia 43 
FE EY ee re eee 37 
Mining and Smelting .......................005. 33 
Oil and Allied Companies ....................... 30 
I a ee 25 
NEAT EE ae ee 14 
Railroad Equipments ...................000-0005 13 
I Si ode cece colen cde cc es.caeeecede 11 
a otal ere ea cee ssi ulb ers aces dander 11 
IDE 65s i s.cdscncecrcencccccteeecene 9 
I iS incl a skp Nie Ko ac ince-s-0naeeie i 
oreo ous vids veccssoatecsees 6 
es coin arala 6 £00 60.46.64 wia.ere nin ners 6 
I ack oy ase gin Uo ala 6a cinlidie Sore win winked 5 
a LA ee 5 
NG eae alae en ep areeie trea ne-scin s:004w own 4 
EE cdi d once a uep a wacintiwaeds ne 4 
I eb Gicais sacle sedan eeieibcecenscls 3 
PE DIDS oo cc crccccccnesecccsccseecs 3 
CREE ES LR Ea ee 3 
pS 3 
ian doe wa Khan tek 66 44.00nse aie 6 2 
Rega staat ans sca halk neaewece seine suieas 2 
EE TC Saks Ree eUR RRMA Tw csse eeeweaesas 2 


Incompleteness of records, or the recent establishment 
of some of the companies, made it impossible to obtain 
comparative data for the years prior to 1923 for all. 
Of the 281 included in 1923, only 136 responded for 
1920, 95 for 1917, 123 for 1913, 78 for 1910, and 68 for 
1900. For these 68 companies a complete record is avail- 
able and is presented in Table II (pages 24 and 25), 
which gives the name of each company, the source of 
information respecting it, the number of shares out- 
standing, the number of shareholders, and the average 
number of shares held by each stockholder for the years 
1900 to 1923. Of the 68 companies in 1900 only 66 re- 
ported in 1923. Some of the companies did not report 
intervening years, so that the number of companies in- 
cluded fluctuates somewhat from year to year. The 68 
companies in 1900 (or the nearest year for which data are 
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available) had a total of 342,346 stockholders. In 1923, 
66 of the 68 companies had 1,786,214 shareholders. The 
increase in the number of shareholders from 342,346 to 
1,786,214, an increase of over 500 per cent, is a phe- 
nomenon of unusual interest and importance. 

Of the 68 companies listed for the year 1900, 31 (de- 
noted in Table II by an asterisk) had only one kind of 
stock outstanding, whether common or all preferred. 
Since there can be no duplication of stockholders in such 
cases, the data for these 31 companies were studied sepa- 
rately, with results similar to those revealed for the 
whole group covered, in Table II. In 1900, the 31 com- 
panies had 148,951 stockholders, whereas in 1923, 30 of 
these companies had 983,438 shareholders, an increase 
in number of stockholders of about 560 per cent over a 
period of 23 years. 


Tasie II].—Summary oF CHANGES IN STOCKHOLDINGS IN 
American Corporations, 1900-23 








1900 | 1910 | 1913 1917 1920 1923 





Corporations ............ 68 78| 123 95; 136) 281 
Stockholders (thousands) .| 342} 550) 923) 1,076| 1,780] 3,416 
Shares (millions) ......... 56 64; 101) 107) 160) 342 
Aggregate par value 
¢:' (millions of dollars) ..... 4,795| 4,747) 8,030| 8,315 |10,814 |16,974 
Average number of shares 

per stockholder ........ 163.9] 117.0} 109.9] 99.2} 90.2) 100.2 


Average number of $100 
par value shares per 
stockholder............ 140.1) 86.3] 87.0| 77.3] 57.3] 49.7 

Average number of shares 
per company (thousands)} 819} 825] 825) 1,121] 1,180) 1,218 

Average amount of par 
value shares per com- 
pany (millions) ........ $71; $61) $65; $88] $80; $60 

Average number of stock- 

holders per company ... 7,054 


11,323 |13,085 






















































































TABLE Ii.—STOCK AND STOCKHOLDERS OF AMERICAN CORPORATIONS, 1900-23 

1900 1910 TAB 
(Or year specified) : —— 

rE gi 54 companies = 

Name of company % 

Number} © |Number!} , 
of |Numberof|3| of | Number of — 

Year | share- shares | | share- shares N 
holders holders , 
3 | 1901 | 2,930} 100,000 | 1} 2,935] 100,000 | = |,shs 
687 ' 3 877 76,000 wt 
jeg a, 1| 9,912 000 § 1-3, 
1901 | 3,971 3} 3, 180,000 f 2) 4 
3 | 1901 570} 121,278 | 3| 2,303  256,6% § 3| i 
1 1,700 : 1] 8,198] — 500,000 § 2| 7Yy 
1 3,398} 1,000,000 | 1 | 9,464| 1,000,000 § 3) 31 
3 | 1901 | 10,816] 739,360 | 3 | 19,551/ ‘900,000 § 3| 3 
1 535} 891,005 | 1 | 40,381] 2,633,356 § 1) 5" 
1 | 1902 702} | 251,779 | 1| 2,278] ‘581,629 § | 1% 
7 | 1004 | 17,708] 2,161,005 | . | ..... | ....0e S| 5B’ 
4] 1004] 7.183] 1,942,447] 2] 2.002 | occ. a hs 
4] 1904] 7, - RG eee apes AY at 
1] .... | 1,813] 180,000 | i| 1,593) 180,000 # $| 3)" 
1]o.22 | 11145] 605,288 | 1 627,923 § {| *s’ 
1] .... | 4,007} 615,074 | 1 | 8,023| 1,372,587 § 4| } 
3 | 1901 75, 1 65, 1| 6, 
5 | 1907 | 1,255] 300, 5 | 1,780| 327,298 Ww 
3] 1901 | 3,729] 716,305| 3] 5,180| 998,165 + iho 
4| 1904 | 3,819] 409, at ere 2 
1 1,896] 525,580) i | “1,600/ 603,20) 5) % 
3| 1901 | 1,550]  150,000| 3| 3,385] 160,000 1 6 
3 | 1906 809} 400,721 | 3] 2,050} 452,753 si i 
3| 1906] 2,710] 257,019 | 3] 3,018) 256,780 tT 3’ 
4| 1006] 4,200] 1,762,718 | ./|.....| .....«. 3] 2 
3 | 1901 5 ; 3| 3630/ 156,057 ) 3) 3: 
3 | 1906 180,000 | 1] 1,401] 162,500 a1 7 
1 246,754 | 1| 9,486] 651,798 $1 4 
1 2,089{ 310,000} 1| 2, 310,000 71 7 
1 1,690] — 984,135 | 1 | 16,298] 2,099,815 +) 42 
1 | 1906 | 3,762} 1,500,000% 1 | 4,419] 1,500,000! | } | 75 
4| 1904] 5,832] 1,059,080) .|.....] ....... +1 49 
1 7,025| ‘599, i | °9,790] 1,092,868 Ht i 
1 2,245| 400,700 | 1| 4,096] ‘400,700 rat 
3 | 190i 269; 110,000} 3; 1,204] 132,500 i| 10 
3 | 1901 2,981] 287.3315 3 | 4,620) 531,150 || "3 
3 | 1901 | 2,000] 100,000 | 3 | ‘2,770| "127,978 } 3] 2 
‘}4a]1 1,861] 1,000, ne Dena ees. si 3 
‘} 3 | 1906 | 7,000] ‘540,405 | 3 | 7,769 | ~ 540,405 $| 2 
‘| 3 | 1906 | ‘600 95,114 | 3 100,000 ii 
‘| 4 | 1904 | 11,781] 1,322,500 | . $|7 
‘| 4 | 1904 '368| 1,550,000 | | i 
‘| 4 | 1904] 2,911] "890,000 | ° 4 | 22 
1].... | 9,521] 546,854 | i x <| is 
3 | 1906 | 1, 400,000] 3] 4; 30,000! rai 
1] .... | 51,543] 6,259,553%] 1 | 65,283) 8,136,953! ) 1 | 96 
1 1,098 67, 3| 1,606} 142,500 3| 4 
3 | 1906 250} 125,000 | 3 545] 250,000 1 | 88 
3| 1901 | 7,744] 740,000) .|..... | ....... ib 
3 | 1901] 1,195 ; ae Gaetry Mat Hi 
1 | 1907 | 6,388] 2,800,002] i | °5,781] 2,800,000! 3 | 12 
1 315|  '250,0005| 1 16| 1,000,000 3| 3 
1] i901 | 3,832] 974.486 | 1] 5,847| ‘983,383 i] 6 

3 | 1901 | 3,400] 250,000 | 3 | 18,000] 750,000 ; 
3 1,950} _ 270,000 | 3| 2,250 ile 
4 | 1904 | 14,256| 2,083,298 | 6 | 20,282] 3,161,714 3 | 20 
2 971| 123,695 | 2| 6,181} ‘234; 3|°2 
3 | 1901 | 4,500] 826.2435) 3 | 7,400] 834,020 8 | 26 
3| 1901 | 3,000] 471,915 | 3| 3,500] — 750,000 2|°7 
1] 1 54,016| 8,605, 1 | 94,934] 8,605, 3| 8 
3 1,194]  '450,0005 3 | 3,850] 1,575,000! 3| 12 
3 | 1901 | 1,360} 399, 3| 5,549| 459,844 + 133 
1] .... | 9,134] 997, 1} 12,731| 997,886 | 3 |'"3 
3| 1901] 1,904| 219,0002) 3 | 2;766| 280,000! 3| ¢ 
3| 1901] 2,000] 295.7652] 3| 8,500] 813,865! 1| 13 
3] 1901] 500] 211,125 3| 1,900] 315,838 | 3] 3 
4| 1904 | 2,424] 1,978,492] .] .....] ...02.. 3| 3 
1342,346 | 56,106,303 | _1487,493! 53,687,397 115 
769 


The sources are as follows: 
oun (3) t+ Journal, A: 
vertisement cory urna Api 


(7) Personal visi' ee’ 
av 








Corporations, (2) Standard Statistics Corporation 
‘ist, 4 (0 Sta Steins of Railways of the United States, (5) Ad- 
lidated, 1923, (6) Corporation annual reports, 
Companies with only one kind of stock outstanding, whether 
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TABLE II.—STOCK AND STOCKHOLDERS OF AMERICAN CORPORATIONS, 1900-23 
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1913 1917 1920 1923 
68 companies 47 companies 51 companies 66 companies 
Number 8 [Number g Number g Number 
of Number of | 3 of Number of of Number of of Number of 
share-| shares |p| share-| shares || share- shares | 3] share- shares 
{holders holders holders holders 
1| 3,024 100,000 | 1 2,857 oi wakes A senedne 1 2,195 100,000 
3] 1,352 96,000; ./|..... errr meee 2 2,646 246,623 * 
1| 10,402 600,000 | 1| 9,223 1 13,229 600,000 | 1 16,090 600,000 
3] 4,041 180, eS reer >t akenn 2 aonense 7 3,605 180,000 
3] 2,938 . * (ere shake. & @nnabee 7 5,953 437,013 
1| 8,578 500, 1 8,490 1 9,957 500, 1 10,596 750,000 * 
1| 10,459| 1,000,000 | 1 1244 1 15,237 1,109,980 | 1 18,583 1,109,932 
3 18,149 900, 1 | 19,758 1 22,311 900, 1 26,781 900,000 
1 .983| 3,446,163 | 1 | 86,699 1] 139,448| 4,428,254 1/ 281,149 7,355,192 
1 727 687,557 | 1 3,404 1 422 687, 1 5,162 687, 
4 | 31,738| 2,843,032 | 2 | 46,271 2 ,836 | 3,512,262 | 7 67,118 3,512,262 
4/ 11,414| 2,122,363 | 1 | 36,124 1 41,362 1,317,327 | 1 43,477 2,317,327 
4 . 426, 4 7,123 2 19,469 814,728 | 2 16,797 814,728 
si & 180,000 | 1 1,834 1 1,985 180, 1 +879 180,000 
1} 6,281 627,816 | 1 6,103 1 8,111 627,816 | 1 13,010 753,411 
1} 11,111) 1,525,095 | 1 | 13,735 1 19,383 | 1,675,425 | 1 21,555 1,675,475 
1 65, 1 650 1 660 113,8197 1 675 113,819 
5| 2,045 458,389 | 5 | 4,582 5 11,580 509,780 | 2 34,526 20, 
3| 5,494 | * are cf ee 2 ddenwes 6 60,561 3,857,631 8 
4 483 425, 4 8,124 4 10,500 GBRO 1 of ccsas | cccccse 
1; 1,959 603,2422 1 2,615 1 3,276 ,5507 1 6,650 1,685,100 2 
3) 3,315 160, * cere 4 re Serer 7 3,647 169,651 
3) 2,697 455,110 | 1 6,592 1 11,624 | 1,340,074 | 1 14,141 1,634,722 
3 . 256. if B atencece i. aitth 1 cheeeas 2 1,650 2,088,507 * 
4] 7,847) 1,762,713 | 4] 9,571 1 12,803 | 1,763,863 | 1 14,495 1,763,863 
3| 4,435 163,000 | . | ..... o. cemin © «basses 2 ,053 ,403 
1| 1,659 162. 1 iy 1 1,773 198,500 | 1 +632 797,877 * 
1 | 12,271) 1,013,812 | 1 | 12,950 1 17,338 | 1,390,269 | 1 36,008 1,799,187 
1 184 310, 1 2,112 1 1,879 300, 1 2,383 310,000 
1 540) 2,099,901 | 1 | 26,716 1 40,195 | 2,494,782 | 1 44,523 2,494,782 
1 ,685| 1,500, 91 4, 1 6,747 ,500,000 3) 1 9,313 500, 
4] 11,819} 2,326,231 | 4 | 20,54 4 22,650 | 2,336,862 | 7 22,379 2,332,518 
1} 10,776; 1,092,926 | 1 | 10,302 1 12,870 | 1,092,941 | 1 19,470 1,202,226 
1] 3,929 400, 1 . 1 903 448,332 | 6 4,522 448,332 
3] 2,007 132, i errr % Serra Ber erere 2 2,326 132,000 
3] 5,923 631,753% . | ..... 2 6,328 583,479 3 2 7,141 +868 2 
4| 3,318 600, 4 5,049 4 6,062 720, 7 7,000 1,170,000 
3] 2,919 oe 1 ae 7? Gera errr 2 3,300 x 
4| 4,382 832,510 | 4 5,983 4 LOGS | 1,506,206 | . | coves | ccccccce 
3/ 7,869 540,405 | . | ..... 2 10,189 540,405 | 1 14,422 2,294,565 ¢ 
3 865 100,000 | . | ..... 2 1255 A 2 455 300,000 * 
4 | 22,247| 2,255,810 | 1 | 27,446 1 32,597 | 2,495,922 | 6 34,946 2,683,234 
4 13,987| 2,480,000 | 4 | 25,780 4 36,963 | 2,480,000 | 2 000 2,480,000 
4] 5,323) 1,086,530 | 4 8,224 4 12,223} 1,214,811 | 2 12,264 1,278,269 
1} 26,240) 1,571,149 | 1 | 25,343 1 25,272 1,571,149 | 1 24,983 1,571,179 
3/ 4,800 430,0004 . | ..... - nS etenene 7 x 430,000 ¢ 
1 | 88,586| 9,477,5522] 1 |100,038/ 9,983,468% 1] 133,068 | 9,983,460% 1/| 144,228 9,983,468 2 
1 1,881 147,300 | 1 2,448 1 9,157 1,008,497 7 1 11,392 1,230,8937 
3! 1,375 250, 5 om e6ees | sevsees 2 29,380 893,308 8 
3 | 12,363/ 1,200,000 | . a «dene | seesone 2 21,000 1,350,000 
3] 3,244 270,000 | . ~ were mec es 7 5,400 270, 
1| 6,624/ 2,400, 71 1 9,701 :800,0002 1 11,687 2,800, a 
1 671/ 1,000,0005 1 1 , 1,550,343 5 1 402 1,549,377 § 
1] 6,104 983,383 | 1 1 8,074 983,383 | 1 81,070 | 22,134,800¢ 
3 | 20,000 50,000 | 2 2 35,000 500, 6 4000 000 
3} 2,800 70,000 | 2 2 1,856 149,778 | 2 +263 149,778 
6 | 26,761} 3,161,879 | 2 6 47,339 | 3,218,366 | 6 51,022 3,218,366 
2/ 7,641 366,193 | 2 2 11,849 500,000 | 2 20,469 ,000,000 
3/| 8,366 834,020 2| 6,547 2 8,762 | 1,785,059% 2 10,935 1,806,535 2 
3 | 12,846 959,537 | 1 | 17,419 977,222 | 1 20,866 | 1,460,000 | 1 34,024 1,461,000 
1 /123,891| 8,605,836 | 1 |131,210) 8,605,836 | 1] 176,310] 8,605,836 | 1 | 179,090 605, 
3} 3,573) 1,588,6809 . | ..... | cccceee Pr Beer 2 4,700 1,624,4905 
3/ 6,495 te - E <eces | 6admechs — Tere Bere 2 10,000 575,590 8 
1/ 12,7 997, 1 | 20,434 997,886 | 1 23,911 997,889 , 1 26,276 7, 
3| 3,341 Ss Pre mar 2 5,989 581,747% 2 7,300 787,4782 
3/ 9,347 SE oc Lcccee | cceceue 2 20,077 | 1,795,5042% 7 35,000 1,795,504 2 
3] 2,000 DPT « | ccwes | -steneus oh essen. E peesecs 7 5,336 289,066 
1 | 15,757| 2,726,724 | 1 | 34,346] 2,728,234 | 1 41,139 | 3,264,414 | 1 58,279 3,443,809 
769,376 | 78,463,978 862,967 | 76,122,699 1,203,614 | 83,548,861 1,786,214 | 125,381,707 
* Par value, $50. * No par value. 4 Par value, $15. 
5 Par value, $10. * Par value, $25. 7 Par value, $20. 
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We now come to consider Table III (page 23), which 
presents a summary of the collected data, covering 218 
companies, in 1923. The table shows that the number 
of stockholders in the 281 companies included in 1923 
amounts to 3,416,066; also that the capital stock of 
these companies amounts to $16,973,878,520.5 The 
3,416,066 stockholders in the 281 corporations reported 
in 1923 cannot be compared with any figure for previous 
years, since the number of corporations reported differs 
so widely from year to year. Some other method of 
comparison has therefore to be devised. 

The actual number of corporation stockholders in the 
United States may be computed, or rather estimated, in 
the following manner: Table III shows that in 1923 the 
average number of $100 par value shares held by each 
stockholder was 49.7, or an investment of $4,970 (par 
value) per stockholder. For the purposes of this com- 
putation, $70,230,476,755, which is the total capital 
stock (par value) of all corporations reported to have 
filed a capital-stock tax return for the year 1922, is as- 
sumed to be the total capital stock of all the corpora- 
tions in the United States for that year. Since this is the 

5. It should be noted that the companies included in this computation 
are representative only of types of industry, not of the size and wealth of 
the average corporation. This is obvious from a comparison with the 
figures contained in the Statistics of Income for 1920, which includes 
capital-stock tax returns for 1922. Since every “going” corporation is 
legally held responsible for filing a capital-stock tax return, it may be as- 
sumed that the total number of returns, which for 1922 is 326,100, in- 
cludes substantially all the corporations in the United States. The total 
capital stock (par value) is $70,230,476,755, made up of $56,607,361,974 
common stock and $13,623,114,781 preferred stock. In other words, 
about 3 hundredths of 1 per cent of the total number of corporations in 
the United States represents about 25 per cent of the total capital stock. 
Mr. J. Edward Meeker, Economist to the New York Stock Exchange, 
informs me that the value of all corporation stock listed on the New York 
Stock Exchange as of January 1, 1924, is about $22,000,000,000, or about 
31 per cent of the figure used in this paper for the total capital stock of all 
corporations in the United States. His figure is obtained by using the par 
value for issues with a par value and the market price for all no-par stock. 
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only year for which a figure of this kind is available, it is 
necessary to compile a similar figure for the other years 
involved in the calculation. 

The procedure is as follows. The Commercial and 
Financial Chronicle gives the issues of new capital stock 
from 1919 to 1923. Previously to that only the new list- 
ings on the New York Stock Exchange were given. It 
is quite true that the listings are much lower than the 
actual new issues of capital stock; but in the absence of 
figures of actual new issues, the new listings were used 
from 1900 to 1918. In this way the total capital stock 
figure for the United States was computed for the years 


Taste IV.—Listines or Stocks on New York Stock 


EXcHANGE * 

Year Stocks Year Stocks 
ts ences $160,688,267 1908 $123,977,900 
 _| ae 616,957,245 1907 159,106,244 
Pee 479,263,618 1906 237,479,600 
OP 505 319,506,950 1905 125,123,300 
ee 130,383,000 1904 120,635,050 
p> re 264,714,115 1903 172,944,200 
we :::-.<: 463,935,140 1902 251,069,400 
ee 255,897,215 1901 429,537,450 
304,681,590 1900 296,550,572 
. aoe 297,253,037 


* As reported by the Commercial and Financial Chronicle. 


1900 to 1923. For 1923 the total capital stock thus es- 
timated amounted to $71,479,464,925. Dividing this 
figure by $4,970, the average holding of each stockholder 
in 1923, the result, 14,382,186, is the estimated number 
of stockholders in the United States for the year 1923. 
In 1920, the total capital stock amounted to $69,205,- 
967,666 and the average number of $100 par value 
shares held by each stockholder was 57.3. Pursuing the 
same method for each year we get the results shown in 
Table V. 











28 QUARTERLY JOURNAL OF ECONOMICS 


Taste V.— Estmatep NumBer or STockHoLpers, 1900-23 


Total Capital Stock Average No.of $100 Estimated No. of 
Year of all Corporations Par Value Shares Stockholders 


in the U. S.* per Stockholdert in the U. 8. 
1900 ..... $61,831,955,370 140.1 4,400,000 
1910 ..... 64,053,763,141 86.3 7,400,000 
ie 65,038,309,611 87.0 7,500,000 
1917 ..... 66,584,420,424 77.3 8,600,000 
1920 ..... 69,205,967 ,666 57.3 12,000,000 
1923 ..... 71,479,464,925 49.7 14,400,000 


* Based upon the total capital stock of the corporations in the United States as 
reported in the St Statistics of Seosme for 1920. Adjustments were made for new issues of 
capital stock from 1918 to 1923, and for new listings on the New York Stock Exchange 
from 1900 to 1918. 

+ As compiled and computed by the writer. 


The estimated number of stockholders is probably 
weighted upward because of the fact that the corpora- 
tions included in the computation have large capitaliza- 
tions as compared with the general run of corporations in 
the United States. It is likely that stock is more widely 
distributed, or at least that the number of stockholders 
is relatively greater in the case of the larger corporations 
than in that of the smaller. Holdings in small corpora- 
tions are very often concentrated in a single family, 
whereas large corporations often try to interest em- 
ployees, consumers, and the general public in their 
stock.® 

An element that offsets this upward weighting for the 
earlier years is the method of adjusting the capital stock 
by deducting the listings on the New York Stock Ex- 
change. Since the actual new issues for these years are 
undoubtedly much larger than the listings, a correct 
adjustment for the earlier years would undoubtedly de- 
crease the amount of capital stock outstanding and 
would thereby decrease the estimated number of stock- 
holders for those years. Were it possible to make proper 


6. A large number of stockholders has lately been cited for advertising 
purposes by several large corporations. See advertisement of General 
Motors Corporation in Life and the American Magazine for March and 
April, 1924. 
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adjustments for this error, the result would tend to make 
the rate of increase in the number of stockholders, for 
the period under discussion, greater than the figures in- 
dicate. It is believed that, in spite of the somewhat 
rough statistical methods used in some of the calcula- 
tions, where exact figures are not available, the resulting 
estimates give a fairly trustworthy picture of actual 
tendencies. However, in order to prevent an uncritical 
acceptance of the details of the figures, care has been 
taken to set forth in detail the exact methods followed in 
arriving at the results. 

The figures in Table V indicate that the largest in- 
creases both absolutely and relatively (using the imme- 
diately preceding year as a base) in the number of stock- 
holders in the United States came in the periods 1900 to 
1910 and 1917 to 1920. The increase from 1900 to 1910 
was from 4,400,000 to 7,400,000, — an increase of 70 
per cent, or an average annual increase of 7 per cent, — 
whereas, in the shorter period between 1917 and 1920, 
the increase was from 8,600,000 to 12,000,000, — an 
increase of about 40 per cent, or an average annual in- 
crease of about 13 per cent. What are the special rea- 
sons, if any, for the unusually large increases in these 
two periods? 

In the period 1900 to 1910, which also shows a very 
large decrease in the average number of shares per stock- 
holder, entrepreneurs and the promoters of the large 
trusts and combinations of the nineties were unloading 
their stock upon the public. In the transformation of a 
great many trusts into corporations during the early 
nineties, large blocks of common stock were assigned to 
promoters for their efforts in bringing together the vari- 
ous factors involved in the combinations. The balance- 
sheet offset against this stock was usually termed ‘‘good 
will.” The panic of 1893, as well as the other disturb- 
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ances which occurred in the nineties, did not promote 
the distribution of the common stock so held. However, 
beginning in the early years of the next decade, this 
process was facilitated by greater prosperity and public 
confidence, and again was accelerated by increased 
earnings and wages during the war. The large combina- 
tions were actually beginning to yield returns on their 
common stock, thus enabling the investing public to 
join in the ownership with apparent comparative safety.’ 

The reasons for the large increases in the period 1917 
to 1920, such as the financial education given the general 
public by the Liberty Bond campaigns, the larger in- 
comes of the wage-earning classes, the shifting of invest- 
ments on the part of the wealthy to tax-exempt securi- 
ties, etc., will be considered presently. One influence, 
however (really a post-war development), making for 
an increased number of stockholders is the breaking up 
of par-value stock into 50, 25, 10, 5 and even 1 dollar 
shares. 

III 


This general diffusion of corporate stock ownership 
brings to the surface many interesting questions. Is the 
increase in the number of stockholders in corporations 
due to increased savings, which have gone into invest- 
ments, or to a shifting of investments from bonds and 
savings bank deposits (which are also invested in 


7. In this connection, it may be noted that in many cases the largest 
percentage of increase in the number of stockholders takes place in a 
year when the stock is put on a regular dividend-paying basis, or when 
the dividend has been increased. When a stock is paying no dividends, 
the general public does not seem to be interested. In the last ten or fif- 
teen years, the stocks of many well established companies, such as the 
United States Steel Corporation, American Telephone and Telegraph 
Company, National Biscuit Company, National Lead Company, Ameri- 
can Car and Foundry Company, etc., have established themselves on a 
secure dividend-paying basis and, for that reason, their stock has been 
purchased by small investors for permanent holding. 
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bonds) to investments in the preferred and common 
stocks of established corporations? Have the increased 
investments in corporations on the part of the public de- 
creased the amount of savings through insurance? Is 
this increase in the number of stockholders due to a dis- 
tinct increase in the investment funds available to the 
community, or is the increase in the number of stock- 
holders merely due to the improvement of the status, as 
investments, of the common and preferred stocks of 
the corporations in the country? The explanation of an 
economic development of this kind, which must be due 
to a conjuncture of favorable circumstances, can best be 
approached by a consideration of certain contributing 
factors which have played a part in the general develop- 
ment. At least six contributing causes may be distin- 
guished: 

1. Stock subscriptions on the part of employees of 
corporations. 

2. Subscriptions by direct customers of individual 
corporations, as in the case of the Consolidated Gas 
Company, American Telephone and Telegraph Com- 
pany, and other public utilities. 

3. Organization of labor banks. 

4. Shifting of the investments of wealthy taxpayers 
from corporation stock, the dividends of which are sub- 
ject to surtaxes, to tax-exempt securities. 

5. Purchase of securities on the part of the large class 
of small investors developed by the Liberty Bond cam- 
paigns. 

6. Increased savings among the lower income classes, 
made possible by higher wages in the war and post-war 
periods. 
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1. The comparative ease with which stock distribu- 
tion among employees can be introduced, and the suc- 
cess which it has generally met, have led to its wide de- 
velopment. A recent report of the Metropolitan Life 
Insurance Company on Employee Stock Ownership 
Plans states: ‘‘If a complete list of companies having 
eniployee stock-ownership plans in one form or another 
were available, it would probably include several hun- 
dred concerns, many of which are comparatively small 
enterprises. It will be seen, therefore, that employee 
stock-ownership, while still in the experimental stage, 
has found its way into a sufficient number of companies 
as to command serious attention.” * Figures as to the 
actual number of employees in the United States who 
have subscribed to the stock of their respective com- 
panies are not at present available. Several studies have 
been made, but no one of them is up to date or suffi- 
ciently inclusive.’ It is obvious, however, even from the 
meagre data at hand, that employee stock subscription 
is an important factor in the general diffusion of stock 
ownership in the United States. 

2. In the last few years, a great many corporations, 
especially public utilities, have made efforts to interest 
the direct consumers of their products as stockholders. 
A case representative of this tendency is that of the 
Consolidated Gas Company of New York. In an an- 
nouncement, dated February 1923,! it is said: ‘‘The 
controlling considerations in making the issue as out- 

8. A Report on Employee Stock-Ownership Plans, prepared by Pol- 
icyholders’ Service Bureau, Metropolitan Life Insurance Company. 

9. National Civic Federation Report on Profit Sharing by American 
Employers; “Profit Sharing,” Manchester Guardian-Commercial, 1921; 
National Industrial Conference Board, Research Report No. 29, p. 72. 

The latest study is that by Professor T. N. Carver. Financial World, 
May 31, 1924. The final figures of this study, however, have not as yet 


been published. 
1. “P.S.S. 21.” 
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lined in the terms and conditions, was to secure a large 
group of shareholders among the employees and con- 
sumers of the Consolidated Gas Company and its af- 
filiated gas and electric companies.” The American 
Telephone and Telegraph Company has made the de- 
velopment of the customers’ market for stock a regular 
feature of company financing which has met with not- 
able success.? The success met by the Consolidated Gas 
Company and the American Telephone and Telegraph 
Company is likely to encourage similar efforts on the 
part of other corporations and to accelerate the present 
movement toward stock distribution. 

3. Inasmuch as labor banks are too recent a develop- 
ment. (the first labor bank having been organized in 
1920) to provide the background necessary for compari- 
sons, the number of stockholders in these corporations 
was not included in the computation presented in Table 
VI. Had such stockholders been included for the year 
1923, the total number would have been increased, for 
the labor banks limit the number of shares that may be 
held by one stockholder. In some cases the maximum 
that may be held is two, while in no case is it more than 
ten. A complete list given in the United States Labor 
Review for February 1924, shows that there were 26 
labor banks then operating in the United States. Eight 
of the banks do not furnish the necessary data. The 

2. An interesting and perhaps peculiar instance is that of the National 
Biscuit Company. “There is only one class of stockholder we are really 
interested in keeping track of and that is, the number of women stock- 
holders, as they are the real purchasers of this company’s product. On 
December 31, 1923, we had 7,283 women stockholders; virtually 50 per 
cent of the number of stockholders of the company are women. We have 
not tabulated the number of shares of stock being held by them; the only 
thing we are really interested in is to note the constant increase in the 
number of women stockholders. On January 1, 1914, we had but 4,140 
women stockholders, so you can see there has been a handsome increase 


in nine years in the number of women stockholders.” (Letter from G. P. 
Wells, Secretary, to the writer, February 29, 1924.) 
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TaBLE VI. — New Issues or Capitan Stock or AMERICAN 
Corporations, 1919-23 * 

















1923 
New Capital Refunding Total 
Preferred stocks ......... $335,108,297 $71,609,830 $406,718,127 
Common stocks ......... 340,374,101 5,166,760 345,540,861 
WG NS ween senawan $675,482,398 $76,776,590 $752,258,988 
1922 
Preferred stocks ......... $296,331,950 $39,956,400 $336,288,350 
Common stocks ......... 277,173,822 10,529,625 287,703,447 
ere $573,505,772 $50,486,025 $623,991,797 
1921 
Preferred stocks ......... $71,252,500 $3,675,600 $74,928,100 
Common stocks ......... 194,904,565 6,057,280 200,961,845 
Ea cl oan meal $266,157,065 $9,732,880 $275,889,945 
1920 
Preferred stocks ......... $469,989,137 $21,268,533  $491,257,670 
Common stocks ......... 554,519,952 14,629,830 569,149,782 
Ee $1,024,509,089 $35,898,363 $1,060,407,452 
1919 
Preferred stocks ......... $726,146,085 $66,859,700 $793,005,785 
Common stocks ......... 710,203,801 43,481,560 753,685,361 
aa $1,436,349,886 $110,341,260 $1,546,691,146 


* Commercial and Financial Chronicle, vol. 118, p. 362 (January 26, 1924). 


capital stock of the other eighteen is $4,900,831. Since 
the average number of $100 par value shares per stock- 
holder for 1923, as given in Table IV, was 49.7, indicat- 
ing an average investment of $4,970 per stockholder, the 
addition of the labor bank stockholders, who hold from 
two to three shares (par value $100) each, would reduce 
the average holdings and thereby increase the number 
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of stockholders. Moreover, should these banks continue 
to prosper in the future as they have in the past, their 
numbers and their stockholders will further increase. 

4. It was shown in Table I that the class having in- 
comes of $20,000 and over received 64.7 per cent of the 
total dividends reported in 1917, and only 46.8 per cent 
in 1921. The apparent reason for this decrease is that it 
has been to the advantage of the wealthier taxpayers to 
invest their money in tax-exempt securities, thereby 
leaving the field of taxable securities, such as corporation 
stocks and bonds, to investors with smaller taxable in- 
comes, who have little or no surtaxes to pay. The result 
has been a great extension of investment banking to the 
lower income classes — the purchasers of securities on a 
small scale. Tax-exempt securities in the United States 
held outside the Treasury and Sinking Funds have 
increased from $4,086,000,000 as of December 31, 1912, 
to $12,321,000,000 as of December 31, 1923 — an in- 
crease of over 200 per cent.® 

5. The Liberty Bond campaigns undoubtedly in- 
duced a great many people, who previously had hoarded 
actual cash or had merely kept savings-bank accounts, 
to invest their savings in securities. They went even 
further by encouraging thrift and developing the habit 
of saving and investing. Large sums were expended in 
teaching the wage-earners to save and invest. Im- 
mediate results were the sale of millions of dollars in 
Liberty Bonds and War Savings Certificates and the 
establishment of school banks and of other small sav- 
ings organizations. Perhaps the most permanent result 
of these campaigns has been the change in the point of 
view of the average person toward investment. A lead- 
ing advantage claimed for the “‘capitalistic’’ economic 


3. Estimated amount of wholly tax-exempt securities, February 29, 
1924, published by the Treasury Department, April 5, 1924. 
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order is that it places the savings of the whole com- 
munity at the command of those individuals best able 
to use them for maximum production. Under the pres- 
ent economic system, increased savings are generally 
recognized as signs of economic progress. It is essential, 
however, that these accumulated savings be entrusted 
to those in a position to use them most advantageously 
in the further production of goods. The figures in this 
paper indicate a notable growth in the number of people 
who realize the advantages of saving and investing. 
The growth of thrift is also indicated by figures pub- 
lished by the Savings Bank Division of the American 
Bankers Association, showing that, while the total 
amount of savings deposits reported by the banks and 
trust companies of continental United States as of June 
14, 1912, was $8,425,275,000, they had increased by 
June 30, 1922, to $17,331,479,000 — an increase of 
105.7 per cent.‘ The number of savings accounts re- 
ported for June 30, 1922, was 30,240,940, whereas in 
1912 only 12, 584,316 were reported. It is pointed out, 
however, that altho thirty million savings accounts are 
officially reported, ‘‘many of the prosperous states of 
the South and West are not represented, neither does it 
include any report or estimate of the number of persons 
who either hold time certificates of deposit or who have 
deposited through the postal savings system. The most 
surprising and encouraging increase occurs in the mutual 
savings banks deposits, which increased from $3,595,- 
026,000 in 1912 to $5,582,812,000 in 1922, an increase of 
over two billion dollars or 58 per cent.’’ Mutual savings 
banks deposits are usually considered as the savings of 
the wage-earning classes, a fact which makes this in- 


4. Savings Deposits in Saving Banks, other Banks, and Trust Com- 
panies of the United States on June 14, 1912 and June 30, 1922, com- 
piled and published by Savings Bank Division of American Bankers 
Association, Tables 1, 2, p. 4. 
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crease especially significant. This increase appears to 
dispose of the possibility that the increase in the number 
of stockholders in the United States, especially among 
the lower income classes, is due to ashifting from savings- 
bank deposits to investment in corporation stocks. The 
conclusion, in view of the unusual increase in savings- 
bank deposits, is that the increase in the number of 
stockholders among the wage-earning classes represents 
new and additional savings. 

Another form of savings, represented by life insur- 
ance, shows even larger increases in the last ten years. 
In 1913, when there were 250 companies with a capital 
stock of $51,165,649, the total insurancein force was $15,- 
555,901,171. In 1922, with 286 companies with a total 
capital stock of $77,491,359, the total insurance in force 
amounted to $50,290,710,180, the increase being more 
than 300 per cent.' It is clear that the increase in the 
number of stockholders is not due to a shifting of sav- 
ings from insurance to investment in the capital stock of 
corporations. There have been parallel increases in all 
three forms of investment, savings-bank deposits, in- 
surance, and holdings of corporation stocks. 

6. It is generally agreed that the wage-earning classes 
have profited economically from the readjustments 
brought about by the war. The staff of the National 
Bureau of Economic Research have concluded: ‘‘The 
net effect of our participation in the war was to diminish 
somewhat (at least temporarily) the inequality in the 
distribution of American incomes. . . . If we consider 
the 5 per cent of those gainfully employed who had each 
year the largest incomes, we find that their share in the 
aggregate of personal incomes declined from about 33 
per cent in 1913-16 to about 25 per cent in 1918-19.” ® 


5. Insurance Year Book, 1922, p. 422. 
6. Income in the United States, vol. i, p. 146. 
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The figures presented in this paper indicate that the 
concentration of ownership of American corporations 
is diminishing. The proportion owned by the higher in- 
come classes has decreased, while the percentage owned 
by the lower income classes has increased. It is difficult 
at the present stage of its development to estimate the 
effect and the possibilities of this tendency toward a 
more democratic ownership of American corporations. 
It is not believed that this tendency toward a greater 
diffusion of stockholding is the result of a plan carried 
out in accordance with any preconceived theoretical 
basis; it is merely one of the steps in the evolution of the 
present economic order. Fortuitous variations, such as 
economic changes brought about by the war, employee 
and customer stock subscriptions, labor banks, etc., 
have presented themselves and have fitted into the eco- 
nomic order of the day so successfully, that they have 
not only maintained their place, but have spread very 
rapidly. 

The principal quantitative result of this study is that 
there has been an increase from about 4,400,000 stock- 
holders in 1900 to about 14,400,000 in 1923, or about 
250 per cent. There has been, furthermore, a shifting of 
ownership from the “‘ wealthy few” to the ‘“‘middle” and 
‘‘wage-earning”’ classes. 

H. T. WarsHow. 


Natrionat Leap Company, 
New York. 




















“COMPETITIVE” COSTS AND THE RENT 
OF BUSINESS ABILITY 


SUMMARY 


Current tendencies in the study of cost theory, 41.—The indeter- 
minate meaning of “ market’”’ and ‘‘ competition”’ in economic literature, 
47.— Discontinuity of retail markets; the fallacy in comparing the costs 
of firms serving different markets, 51.— ‘‘ Marginal” buyers not effective 
in stimulating significant inter-market competition, 53.—The question 
of competition between wholesalers of clothing and of store equipment, 
57.— “Competitive” costs in the great staple industries, 58. — Low 
costs and high profits not necessarily due to superior entrepreneural 
ability; devices for avoiding competition; advantages of priority; tem- 
porary and permanent advantages, 61.—Does competition compete? 
Why does not competition result either in uniform costs or in monop- 
oly? 65.— Need of caution in inductive study, 66.— Need of study of 
the life histories of individual firms, 67.— Rent of superior entrepreneural 
ability inconsistent with the assumption of free price competition, 69. 


THE ideal of economy and efficiency, for any economic 
system, must be to put each unit of productive power 
where it will cause the largest net increase of product. 
It must be utilized at that point in the productive pro- 
cess at which the resultant net increase from its use will 
be larger than it would be if the use were made at any 
other point. This is the basic ideal of political economy, 
from Adam Smith’s initial argument for freedom to 
Carver’s balanced economic system ! and Cassel’s eru- 
dite analysis of the function of the pricing process.? Net 
product can be ascertained, of course, only by deducting 
cost from gross product. It follows that a thoro knowl- 
edge of costs is a prime essential of economic efficiency, 


1. “Some Probable Results of a Balanced Industrial System”; Ameri- 
can Economic Review, Supplement, March 1920, pp. 69-77. The idea is 
explicit in all of Carver’s economic thinking. 

2. The Theory of Social Economy, 1924, bks. i and ii. 
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and that, either under the utmost individual freedom 
and motivation by self-interest, or under conditions in 
which every person is actuated only by the impulse to 
serve society at large in the most effective way, the 
more accurate the knowledge of costs, the closer can be 
the approach to ideal efficiency in the use of productive 
capacity. It is therefore not to be attributed to any 
vagary of fashion in economic thinking that economists 
at the present time show a very evident tendency to re- 
vert from the pleasant by-ways of Austrian utilitarian- 
ism, which in many respects proved to be a blind alley, 
and to take the high road indicated a century ago by the 
Ricardians. This renewed interest in the theoretical 
relations between cost and price is one of the most out- 
standing features of economic theory today. 

Should we seek for the causes of this tendency, we 
should find them, in general, in the reaction to the over- 
refined subtleties of ‘psychological’? economics, and in 
dissatisfaction with the rough-hewn analyses of the 
classical writers; and specifically in the rise of a number 
of conditions and movements in which the economists 
have had little part. 

First among these have undoubtedly been the de- 
velopment of the corporate form of business enterprise, 
the growth of large-scale production, and the tendency 
to combination and monopoly. These movements 
seemed to require, for the protection of the public, a 
well-grounded policy of governmental regulation. An 
intelligent policy could be forthcoming only when an 
adequate machinery and theory of cost analysis was at 
hand. This the economists were not in position to ad- 
vance, because the older ‘‘real-cost” theories were prac- 
tically inapplicable to the problems that the legislatures, 
the courts, and the people had to face. For a long time, 
the economists, if they perceived the new significance of 
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cost at all, were content to follow, when they should 
have been in position to lead. Eventually, however, 
this outer pressure, especially the fact that the problem 
of costs and valuation was constantly before the courts, 
had a profound effect in shifting the center of theoretical 
attention.’ 

Secondly, came the development, in the business 
world, of cost accounting. Whatever may have been the 
causes or motives leading to this new device for the pro- 
motion of industrial efficiency, it was one that could not 
but stimulate the interest of theorists, especially those 
primarily concerned with industrial corporation, rail- 
road, and public-utility economics. 

In the third place, and more recently, the exigencies 
of wartime price regulation have acted as a powerful 
stimulus to economists to reconsider the whole problem 
of costs. The experiences of the governmental price- 
fixing agencies, utilizing largely cost data previously 
garnered by the Federal Trade Commission and the 
Tariff Commission, have been the occasion for some 
significant additions‘ to an already somewhat lengthy 
list of recent articles on the theory of costs in relation to 
price. 

Finally, with the reiterated insistence on the part 
of some leading economists (notably Davenport and 

3. For a striking example of this shift, see J. R. Commons, Legal 
Foundations of Capitalism, 1924. 

4. Outstanding among these is F. W. Taussig, “ Price-fixing as Seen 
by a Price-fixer,” Quarterly Journal of Economics, February 1919, vol. 
XXxiii, pp. 205-241. See also the following articles in this Journal: P. G. 
Wright, ‘Value Theories Applied to the Sugar Industry,” November 
1917, vol. xxxii, pp. 101-121, and “Cost of Production and Price,” May 
1919, vol. xxxiii, pp. 560-567; K. Simpson, “ Price-fixing and the Theory 
of Profit,” November 1919, vol. xxxiv, pp. 138-160, “A Statistical 
Analysis of the Relation between Cost and Prices,” February 1921, vol. 
XXXvV, pp. 264-287, and “Further Evidence on the Relation between 
Price, Cost, and Profit,’””’ May 1923, vol. xxxvii, pp. 476-490; F. W. 


Taussig, ‘‘A Contribution to the Study of Cost Curves,” November 
1923, vol. xxxviii, pp. 173-177. 
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Mitchell) that the only economic theory capable of 
practical promise, even for the reformer, is a study of the 
price system,— price economics,— and with the grow- 
ing tendency to make departments of economics append- 
ages of schools of business administration, economists 
began to take the lead. Some had been called into gov- 
ernment positions requiring high advisory and directive 
capacity, others answered the call of industrial and 
banking research bureaus, and still others, maintaining 
their academic connections, were instrumental in the 
establishment of university bureaus of business re- 
search. While the invasion of the economics curricu- 
lum by technical business subjects has had a deleterious 
effect upon the teaching of economics, viewed from the 
standpoint of liberal education, and while there has been 
an unfortunate tendency to commercialize the point of 
view of not a few of the younger men, the new interest in 
the facts and problems of business is already yielding a 
by-product of advantage to economic theory. It is tak- 
ing the theorists out of their mental closets and forcing 
them to face, indeed to seek, the facts of our business 
system as it is. The activities of the bureaus of business 
research are especially stimulating in this direction. 
More particularly in point for the present article is 
the fact that they are gradually amassing statistical 
data of costs and prices. Moreover, they will have more 
freedom to put these data into shape suitable for theo- 
retical analysis than have the Federal Trade Commis- 
sion and other governmental bureaus. All this may be 
regarded as part of the tendency to a greater use of the 
inductive method in economic theory, and a specific ex- 
pression of the conviction that a thoro factual and theo- 
retical study of entrepreneurs’ costs is the key, not to the 
final, but to the first and most difficult, door to the eco- 


nomic mystery. 
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It is quite evident, as Taussig intimates,’ that the 
study of cost and prices is entering upon a new period of 
development, a period in which theorists will make ex- 
tensive use of the statistical data and analyses furnished 
by the research bureaus. This being so, it is perhaps in 
order to raise certain questions and to suggest certain 
cautions and criticisms with regard to the pitfalls which 
await the unwary in this most difficult terrain. The pres- 
ent article is confined to bringing out the caution that, 
if we are going to draw conclusions as to the réle which 
competition and superior entrepreneural talent play in 
the drama of cost and price, we must first be sure that 
the data from which we draw our conclusions pertain 
to the same market, and that that market is in some 
true sense competitive. 

The main phases in the historical development of cost 
doctrine may be stated as follows: (1) a sharp distinc- 
tion between the extractive and manufacturing indus- 
tries, and the setting aside of land rent as not a part of 
cost (the Ricardians); (2) the recognition of increasing 
and constant costs (Mill), and, later, of decreasing costs; 
(3) an attempt to analyze dynamic conditions, leading 
to (a) study of the determinants of price over short and 
long periods and to the concept of the representative 
firm (Marshall), and (6) sharp distinction between the 
conditions of price-determination when advantages be- 
tween different producers are permanent and when they 
are temporary (Taussig); (4) a prolonged, if somewhat 
desultory, search for the identity of the representative 
firm; (5) growing uncertainty as to the meaning or 
reality of ‘‘normal price,” with the conclusion, on the 
part of some theorists, that normal price is indeter- 


5. “‘A Contribution to the Study of Cost Curves,’”’ Quarterly Journal 
of Economics, November 1923, vol. xxxviii, pp. 173-177. 
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minate;* (6) sporadic attempts, which unfortunately 
have made little impression, to bring out the fact that 
there is a monopoly-like element in competitive price; ? 
(7) the present tendency to reach out for a more realistic 
method through the collection and analysis of statistical 
data of costs, and through such procedure to bring both 
theoretical hypotheses and conclusions into closer con- 
formity with facts. 

The articles above mentioned (p. 43) are excellent 
examples of this tendency. To them must be added the 
recent monograph on Competition in the Retail Dis- 
tribution of Clothing * by Professor Secrist, which, with 
the articles mentioned, affords the occasion for the pres- 
ent discussion. Secrist’s monograph is one of the results 
of a laborious collection of data from retail firms all over 
the country. It is brief but meaty, and the results are 
set forth in terms of refined statistical analysis. It has 
justly called forth favorable comment from Taussig,’ 
and should be read by every student of cost theory. 
Nevertheless, it seems to the present writer that it fails 
at the crucial point, as in lesser degree do the other 
articles, to substantiate its main conclusion. Taussig, 
Wright, and Secrist all conclude, in effect, that in spite 
of the equalizing tendencies of competition, permanent 
differences in cost of production (in Secrist’s study, in 


6. For instance, J. M. Clark, “A Contribution to the Theory of Com- 
petitive Price,” Quarterly Journal of Economics, August 1914, vol. 
xxviii, pp. 747-771. 

7. See especially, H. L. Moore, “Paradoxes of Competition,’ Quar- 
terly Journal of Economics, February 1906, vol. xx, pp. 211-230; H. G. 
Brown, “Competitive and Monopoly Price-making,” ibid., August 
1908, vol. xxii, pp. 626-639. 

8. Northwestern University School of Commerce, Bureau of Business 
Research, Series II, No. 3, 1923. See also his Expense Levels in Retail- 
ing — A Study of the “Representative Firm’’ and of “ Bulk-line” Costs 
in the Distribution of Clothing, Series II, No. 9, 1924. 

9. “A Contribution to the Study of Cost Curves,’”’ Quarterly Journal 
of Economics, November 1923. 
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costs of retail merchandizing) persist between different 
firms in the same industry, not only in the extractive 
industries, where differences of advantage have long 
been recognized as permanent, but in manufacturing 
and merchandizing, where the older theory of competi- 
tion, and especially J. B. Clark’s courageous logic, had 
held that under free competition there must be a pro- 
nounced tendency to uniform costs. From this it is an 
easy inference, which our writers show little hesitation 
in making, that the cost differences persist because of 
superior managerial ability in the low-cost firms, and 
consequently that the profits received by these firms 
may be regarded in large measure as rent of ability — 
thus substantiating Walker’s almost forgotten theory. 

Secrist’s study is an advance over those based on the 
data derived from the Federal Trade Commission and 
the Tariff Commission, in that he traces the costs of 
some 170 individual firms, year by year, over a period of 
five years. He does show that there is a continual shift- 
ing in the position of firms, some being now above the 
average cost, now below; but he shows also that there 
is a strong tendency toward stability of costs as we ap- 
proach the average. The firms which stand above or 
below the average, or fall within the ‘‘representative”’ 
or ‘“‘bulk-line” zone, are by no means always the same 
firms, but ‘‘the tendency is present in each city-group 
for stores having expenses above or below the average in 
a given year to have expenses of the same type relatively 
to the average in the second year.’’! Despite the re- 
vealed variations of costs for any given firm from year 
to year, Secrist is thus in position to hold that “the 
‘rent’ of business ability seems also to apply to dis- 
tributive industries.” ? 


1. Competition in the Retail Distribution of Clothing, pp. 16, 17. 
2. Ibid., p. 10. 
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All three investigators reach the same general con- 
clusion by the same method of comparing costs. They 
construct a “cost curve” for a given industry by placing 
the low-cost firms at the extreme left and then arrang- 
ing the others in order of costs until the diagram termi- 
nates with the extreme high-cost, extra-marginal firms 
at the right. Wright is struck by the fact that for all the 
commodities studied ‘there was the same ogee curve, 
sometimes steep, sometimes more nearly horizontal, but 
always a curve of the family type and in all cases, where 
the data were at all complete, crossed by the average 
price line near its right-hand extremity.” * Taussig 
gives as representative curves of this type curves for the 
costs of beet sugar in 1917-18, Douglas fir lumber in 
Washington and Oregon, and bituminous coal in south- 
western Pennsylvania in 1917.4 Wright gives curves for 
the cost of producing cane sugar in Porto Rico, Cuba, 
and Hawaii, and beet sugar in the United States.° The 
data for sugar fortunately permit separate curves for the 
cane (or beet) costs and the factory costs. Taussig fur- 
ther cites as products “turned out by many competing 
producers,” and showing the same type of non-uniform 
cost curve, lumber, copper, iron ore, iron and steel pro- 
ducts. Simpson analyzes Trade Commission cost data 
for paper, canned salmon, sugar beets, and copper.’ 

Two questions must be raised with regard to conclu- 
sions as to competition, and as to profits as reward for 
superior managerial ability, in these or any other indus- 

3. “Cost of Production and Price,’’ Quarterly Journal of Economics, 
May 1919, p. 566. 

4. “Price-fixing as Seen by a Price-fixer,’’ Quarterly Journal of Eco- 
nomics, February 1919. 

5. “Value Theories Applied to the Sugar Industry,” Quarterly Jour- 
nal of Economics, November 1917. 

6. Op. cit., p. 218. 


7. “A Statistical Analysis of the Relation between Cost and Price,”’ 
Quarterly Journal of Economics, February 1921, pp. 264-283. 
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tries for which cost data are available. First, do the 
data render it possible to isolate the advantage due to 
location and possession of superior sources of supply of 
raw material, — advantages which are only in a remote 
sense capable of being attributed to superior ability, — 
and thus to put ourselves in position to compare manu- 
facturing or merchandizing costs? Secondly, do the con- 
cerns whose costs are compared serve the same market? 
If they do not, it is idle to speak of them as competing, 
and conclusions drawn from such data as to the persist- 
ence of non-uniform costs and rent of business ability 
in spite of competition are based upon a dubious founda- 
tion. 

It is necessary to emphasize the fact that all these 
analyses are supposed by their authors to be analyses 
of competitive costs. Secrist’s monograph is by title a 
study of the effects of competition. In other words, each 
writer assumes that the firms whose costs he arranges 
in his ‘‘cost curve” are mutually competing firms. 

One will have to make a long search in economie lit- 
erature hefore he finds any serious discussion of the 
nature of free competition. The nature of competition 
was simply taken for granted, in a way which now, from 
the standpoint of the needs of a searching analysis of 
competitive versus monopoly elements in price, seems 
curiously superficial and negligent. But one ideal will 
be found in nearly every treatise, whether French, Ger- 
man, or English: when competitive prices or costs are 
mentioned, one is to understand the prices or costs of 
products produced or sold by concerns which belong to 
the same market. The old dictum that there can be but 
one price in the same market was derived from the as- 
sumption that competition extends as far as the market 
and no farther. 

In the attempts to define a market we find no exact 
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agreement. Some of the attempts to define a “perfect 
competitive market” would assuredly involve their 
authors in paradoxes from which they could extricate 
themselves only by admitting that “free,” competition 
is, if not impossible, at least humanly very improbable.*® 
Not to go into the difficulties involved in the concept of 
a perfect competitive market, however, we may gather 
from the texts that the two main features of what is 
commonly called a competitive market are, first, a cer- 
tain contact and “organization” between all the trad- 
ers; and second, one price, at a given time, for all. Econ- 
omists grow somewhat hazy when they consider the 
relation of place or area to market. Some, with Mar- 
shall,® soften the evident difficulty of definition by 
speaking of special and general markets. Others, with 
their minds on the great staples and wholesale trade, 
with Davenport,' minimize the geographical element, 
and in effect hold that ‘the market is anywhere and 
everywhere, if only there are recognized and appro- 
priate demand and supply schedules.”’ Perhaps as good 
a definition as any we find is in the book that goes by 
Ely’s name: ‘‘We mean by the market, not a partic- 
ular place for buying and selling, but the general field 
within which the forces determining the price of a 
particular commodity operate.” ? 

Fundamentally the term market implies not so much 
a specific place as a body of buyers and sellers in such 
more or less organized relation to one another that the 

8. Jevons’s discussion (Theory of Political Economy, 1871, pp. 84-90) 
is particularly open to this criticism, for he assumes that each trader has 
perfect knowledge of what every other trader is doing and intends to do. 

9. Industry and Trade, 1919, p. 182. 

1. Davenport, Economics of Enterprise, 1913, p. 383. Cf. also, for 
examples, Clark, Essentials of Economic Theory, 1907, p. 85; Seligman, 
Principles of Economics, 7th edition, 1916, p. 224; Pantaleoni, Pure 


Economics, 1898, p. 164. 
2. Outlines of Economics, 3d edition, 1916, p. 154. 
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supply and demand of the commodity are at any given 
time equalized through the medium of a single price. 
But while markets range all the way from local markets 
for locally produced and consumed commodities to 
“‘world markets” for the great staples, and while, con- 
sequently, the organization of buyers and sellers often 
transcends the limits of a specific geographical area, 
place nevertheless remains, both in theory and in fact, 
a very important basis of market relations. Wholesale 
markets may be nation-wide or world-wide; but retail 
markets, at least on the selling side, are practically all 
distinctly local. 

Retail markets are discontinuous.’ Each town or 
locality constitutes a market. Retailers may buy from 
widely scattered manufacturers and wholesalers, but 
they sell, in the main, only to residents of a restricted 
area. In some lines of business, this area may be the 
whole town or a whole metropolitan area; in other lines 
it is much more limited. In these days of mail-order 
houses, quick transportation, and the habit of travel, 
there is, of course, some overlapping of these local mar- 
kets, but the vast bulk of retail sales is made to fellow 
townsmen of the retailer. In considering the effects of 
competition in retail merchandizing this fact is all- 
important; and it is by no means of negligible import 
even in wholesaling and manufacturing. 

Moreover, even within the same fairly limited geo- 


3. Fetter, in a highly theoretical attempt to determine the geographi- 
cal limits of a market, appears to hold otherwise. ‘If two selling mar- 
kets, A and B, are geographically so situated that goods may be shipped 
from one to the other, obviously the prices in the two markets cannot 
(except by accident and temporarily) differ by more than the amount of 
the freight (and incidental expenses) between the two points.” — “The 
Economic Law of Market Areas,’’ Quarterly Journal of Economics, 
May 1924, p. 521. But he has assumed an indefinite and somewhat un- 
defined “trading under something like true competitive conditions” — 
an assumption which, for the present discussion, begs the question. 
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graphical area, a fair-sized city or a metropolitan area, 
there are distinct, tho not absolutely independent, mar- 
kets, defined by location and by class of custom. Non- 
competing groups are common in the same business as 
well as between different industries. 

Secrist regards the retail merchandizing of clothing as 
thoroly competitive. ‘‘The fundamental condition in 
the trade . . . is found in the competition which ex- 
tends to expenses, service, prices, and standards of mer- 
chandising.”’¢ Goods ‘are sold competitively by a 
horde of dealers closely in touch with customers’ needs 
and demands. . . . The field may be freely entered and 
almost as readily quit.’’ ® Taussig, also, avers that the 
trade is ‘‘completely and absolutely competitive,” and 
that “further, it is carried on by all sorts and kinds of 
business units, big and little, scattered all over the coun- 
try.” *® It is evident, therefore, that both Secrist and 
Taussig consider it admissible, in constructing com- 
petitive cost curves, to include all the firms in the in- 
dustry, however widely scattered, geographically, they 
may be; and there is little in the articles by Simpson 
and Wright to show that these writers perceive the fal- 
lacy involved in lumping together concerns which may 
be, and to some extent certainly are, serving different 
markets. 

Secrist gives, first, data and results for all retailers 
lumped in one statistical table. Then he segregates and 
classifies firms by order of size, and finally by size of the 
cities in which they are lovated. Such classifications 
may be in point for some purposes, but not for the one 
in hand — the investigation of competition in costs of 


4. Competition in the Retail Distribution of Clothing, p. 23. 

5. Ibid., p. 24. 

6. “A Contribution to the Study of Cost Curves,” Quarterly Journal 
of Economics, November 1923, p. 173. 
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doing business. Plot the costs of all the firms in cities of, 
say, 10,000 to 20,000 population, from Maine to Cali- 
fornia. Of course we get the “familiar positively in- 
clined curve.” But it does not mean anything. The 
fact that a firm in Eastport, Maine, may chance to have 
lower selling costs than one in Bakersfield, California, 
has no significance for a study of retail competitive price. 
That the curves for the different city groups (classified 
by size of population) also turn out to have the same 
general shape seems to the present writer without sig- 
nificance. The generalizations which Secrist draws’ with 
regard to the striking uniformity in the shape of the 
curves, the presence of a small number of stores with 
very high or very low expenses, the similar position of 
the curves year after year, have no real bearing on the 
problem of competition in relation to costs and selling 
prices. If the stores in each town of 10,000 to 20,000 
population were in ‘“‘competition” with those in every 
other town of the same size, the curve for this group 
would be significant, but they are not. The clothing 
stores of Boulder, Colorado, and those of Urbana, IIli- 
nois, cannot by any stretch of the imagination be re- 
garded as in the same (selling) market, that is, as com- 
peting with each other for the same customers. The 
stores in these two towns, or in any two towns not 
closely contiguous to each other, constitute non-com- 
peting groups. The relation of competition to costs and 
price must be sought where there is, presumably, com- 
petition, that is, between the individual stores-of Boul- 
der and the individual stores of Urbana, respectively. 
Furthermore, in a large city, there are zones or levels 
of trade which are strongly suggestive of the presence of 
non-competing groups of firms even within the same 
general area. This fact is due to two causes. The first is 
7. Competition in the Retail Distribution of Clothing, p. 9. 
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that purchasers will not ordinarily go very far out of the 
‘recognized’ shopping district to make their purchases. 
The second is that different stores cater to very dif- 
ferent classes of trade. Not only does an “exclusive” 
store on Powell or Kearny Street, San Francisco, not 
compete with stores in Los Angeles or Seattle; it has 
little active competition with stores of a more bour- 
geois complexion on Market Street in San Francisco. 
There are stores on Michigan Avenue in Chicago which 
college professors and such persons do not dare to enter; 
there are some on South State Street which, having en- 
tered them once, they have no desire to enter again. 
Merchandizing in New York runs all the way from push- 
carts to cloistered mercantile sanctuaries where on ne 
parle que frangais. Between the clothing shops on Fifth 
Avenue and those on Sixth there is probably little com- 
petition. The vertical or geographical division between 
the two districts is but an expression of the horizontal, 
or class, distinction which segregates buyers and sellers 
into fairly distinct, non-competing groups or markets. 
Even to group all the stores in the same city in the same 
cost curve therefore involves some error, if the object be 
to investigate competitive costs. 

It may be held, as Professor Carver holds,* that 
classes of ‘‘trade” shade off into one another. ‘There 
are,” he avers, ‘‘always people who are tempted to enter 
the exclusive store and pay the high price, and the same 
people are tempted to go to the more bourgeois store and 
pay the lower price.’”’ Where there are enough of these 
middle-class purchasers, he concludes, ‘‘there is real 
competition between the two classes of stores.” Or- 
dinarily, however, the type of buyer he has in mind 
avoids the high-priced store except when it is having a 
clearance sale of old goods at cut prices. At other times 


8. In a comment on the present article in manuscript. 
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its high prices hold, practically uninfluenced by what 
other stores are charging; and whatever “‘real competi- 
tion’’ may mean, it does not mean price competition or 
price uniformity. The properly situated exclusive store 
can make high profits simply because it can sell “exclu- 
siveness” to hyperfastidious persons who can afford to 
pay a fancy price for what possibly has no very great 
cost to the seller. The extremely exclusive store will 
avoid the floating custom Professor Carver has in mind 
by raising prices high enough to scare it away, by having 
no “sales,” and even by instituting a policy of selling 
only to those who have made appointments beforehand. 

Generally speaking, the only competition a retailer 
has to face from firms outside his own town is that of the 
mail-order houses. In some circumstances these con- 
cerns may exercise a considerable competitive pressure; 
but local merchants doubtless exaggerate it, and in the 
clothing business, especially, it can hardly be of much 
significance. Even the farmer or the denizen of Gopher 
Prairie now wants to try on a suit before he buys it. 
The mail-urder competition of the “‘woolen mills” con- 
cerns may be appreciable in certain places, but it has 
not made inroads on the local ready-made clothing trade 
remotely comparable to what the latter did to the local 
custom tailors. 

Professor Carver thinks there is more competition be- 
tween the different retail markets than the above para- 
graphs take account of. There are always, he holds, 
‘marginal buyers who live somewhere near the bound- 
ary between the two markets.” Hence he thinks that 
“if there are enough of these marginal buyers, there will 
be real competition between the two markets.’”’ Much 
evidently here depends upon the “‘if.”” The actual exist- 
ence of a significantly large number of such marginal 
buyers cannot be demonstrated by hypothesis. If we 
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found that prices for identical kind and quality of goods 
in two geographically contiguous markets did not differ 
materially, we might legitimately infer that substantial 
price uniformity was due to the influence of these mar- 
ginal buyers. Professor Carver’s thought is not, how- 
ever, to the point. Even if marginal buyers do stimulate 
competition between two contiguous markets, — say 
St. Paul and Minneapolis, Dallas and Fort Worth, or 
Lasalle and Peru (Illinois),— they cannot directly 
stimulate it between two widely separated places. It 
still remains true that stores in Boston and those in 
Binghampton do not compete for the same customers. 
At least, the only way to conclude that competition is 
operative between them is to assume that the effects of 
local competition are propagated across the country in 
a sort of wavelike movement, from one town to the next, 
and so on. If this be the assumption under which all the 
clothing sellers in the country are considered to belong 
to one vast market, we can infer that competition in any 
such “market” will work out to uniform prices only in 
the “‘long run” — which experience demonstrates to 
mean practically never. 

Actual retail prices for a large variety of commodities 
in specific and scattered markets — small towns as well 
as great cities— are not at hand. In any case they 
would need very careful interpretation before any very 
definite conclusions were drawn from them as to the 
presence or absence of competition. Vagaries of freight 
rates and other disturbing factors would have to be 
given due consideration, and this would be a compli- 
cated task. Still, the retail prices of food and certain 
dry-goods, for instance, published by the United States 
Bureau of Labor Statistics, occasion scope for query. 
Why, for example, is round steak 50.9 cents a pound in 
Boston and 38.3 in Bridgeport? Why does canned red 
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salmon fetch 33.2 cents a pound in New Haven and only 
30.3 in Providence? Why is bleached sheeting 76.5 
cents a yard in Boston as against 70.6 cents in Portland, 
Maine? Why, in four neighboring cities like Cincinnati, 
Columbus, Cleveland, and Detroit, should the prices of 
sheeting be respectively 74, 80.9, 73, and 75.9 cents a 
yard? Why should a cotton blanket cost $4.615 in 
Houston and only $4.175 in Dallas, or $5.06 in Cincin- 
nati as against only $4.26 in Columbus? ® The National 
Industrial Conference Board states that for clothing its 
experience “‘has shown that there is considerable range 
of prices from one city to another,” and further, that 
‘the prices quoted apparently are more the result of the 
buying and selling policies of the separate stores than of 
geographical location.”! They find, it is true, that ‘‘when 
the prices of the individual items are combined so as to 
represent annual clothing consumption, the differences 
tend to disappear, so that an index for the country as a 
whole is probably sufficiently representative for individ- 
ual cities.” This fact, however, is beside the point of 
the present discussion, since we are not concerned with 
family budgets but with the prices of specific commodi- 
ties. 

We are forced to conclude, therefore, that in lumping 
and classifying his cost data as he does, Secrist pursues 
an erroneous method of analyzing the presence and 
effects of competition. 

A possible influence of competition may be inferred, 
perhaps, vaguely and indirectly, from the following con- 
clusions as to the position and movements of firms with 
regard to rank in costs: 


9. Quotations for food are from the Monthly Labor Review, April 
1924, and are for February 15, 1924. Those for dry-goods are from the 
Monthly Labor Review, August 1923, and are for June 15, 1923. 

1. Letter to the writer, May 28, 1924. 
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For the stores occupying ‘‘exposed” [extreme high cost or extreme 
low cost] positions in the first year, there is a tendency — varying 
directly with the extent to which store expenses deviate from the 
average in the first year — for expenses to gravitate toward the 
average in the second year. That is, such stores seek out, or are 
forced toward, more normal levels in the second year. On the other 
hand, there is a tendency — less pronounced, but nevertheless pres- 
ent — for stores with expenses at or near such levels in the first year, 
subsequently to be forced out toward the “wings.” 

For stores which in successively paired years have expenses below 
the average, there is a more pronounced tendency to increase in sub- 
sequent as compared with given years, than there is for such con- 
ditions to obtain for stores with expenses above the average.’ 

If high-cost firms tend to gravitate toward average 
costs, that may, in the absence of evidence to the con- 
trary, be taken as an indirect indication of the pressure 
of competition. But why should stores at or near nor- 
mal cost levels this year tend subsequently (that is, 
within the five-year period covered by the study) to be 
forced out toward the wings? Is this movement a mere 
arithmetical reflex of other stores moving in toward the 
average, or is it an indication of carelessness on the part 
of firms which have, for the time being, attained fairly 
satisfactory cost levels? or, again, is it a suggestion that 
there are present accidental conjunctures, giving rise to 
advantages and disadvantages attributable neither to 
competition nor to superior managerial ability? We 
need far more detailed analysis before any definite an- 
swer to these questions can be ventured. 

It may occur to the reader that, while clothing stores 
sell in limited, segregated markets, they buy compet- 
itively in one great national wholesale market. Cer- 
tainly, if competition exists, and plays any part in the 
realization and survival of superior managerial ability, 
that ability should find chance for functioning and for 
reward in advantageous buying of stock. Secrist’s 


2. Secrist, Competition in the Retail Distribution of Clothing, pp. 13, 
14, 20, 21. 
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study, however, does not include the cost of goods sold,? 
so it throws no light on this interesting question. In the 
absence of information as to the effectiveness of compe- 
tition between clothing manufacturers and jobbers, and 
as to the extent to which conventions and tacit agree- 
ments as to price and credit policies may have developed 
in the industry, no definite opinion as to the scope that 
superior managing ability has, to strike profitable buy- 
ing bargains, can be formed. That price competition 
has to some extent been eliminated from the wholesale, 
as well as from the retail, end of the business is suggested 
by the fact that, in small towns especially, a dealer com- 
monly carries but one brand of clothing, which he con- 
tinues to carry year after year. It would be interesting 
to know to what extent this practice makes the retailer 
essentially a sales-agent for the manufacturer, and how 
far the manufacturer exerts pressure or influence over 
the retailer, as to sales policies, by way of credits and 
other accommodation. 

The overhead chargeable to equipment is not large in 
a retail clothing store. Taking it at whatever impor- 
tance it may have, however, we may assume that 
manufacturers of equipment sell in a nation-wide mar- 
ket. Whether there is much chance for superior manage- 
ment to reap gains of bargaining in the purchase of 
equipment may be doubted, when one reflects that the 
same patented devices for the hanging and handling of 
clothing — an immense advance over the old days when 
the salesman by main strength fished a rumpled garment 
out of a weighty pile, with the remark, “All it needs is 
pressing” — are to be seen in stores of all sizes and 
types of trade, from Boston to San Francisco. In floor 
space and location (rental costs), competition is of 
course limited to the given town or city. The same is in 

3. Secrist, op. cit., p. 10, note. 
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the main true of loans and credits (where not advanced 
by jobber or manufacturer). The local dealer will go to 
his local banker. On the whole, then, it would seem that 
competition in buying must be subject to many limita- 
tions incompatible with the classic idea — or at least the 
classic ideal — of free competition. 

Turning from retail clothing to the great staple com- 
modities which were subjected to war-time price-fixa- 
tion, and which are held to reveal the persistence of 
non-uniform costs and rent of managing ability, it will 
be evident at once that they are, generally speaking, 
sold in nation-wide or even world-wide markets. Con- 
sequently the criticism that the price data for them, 
which Taussig, Wright, and Simpson analyze, do not 
pertain to the same market, will not hold so surely as it 
will for Secrist’s handling of the data for clothing. The 
fact that a commodity is sold in a wide market, how- 
ever, does not necessarily mean that the price is com- 
petitive, or that the observed differences of costs, and 
consequently of profits, are the results of varying man- 
agerial ability. Unless one has a somewhat elastic con- 
cept of the meaning of competition, he will find some 
difficulty in concluding, from governmental price data, 
— especially those of the Federal Trade Commission, 
— that the market for all these staples is wholly or even 
primarily competitive. 

In the Canned Salmon Report, The Federal Trade 
Commission’s “inquiry indicates that a large degree of 
control over price is exercised by a few dominant in- 
terests.”’ And further it is stated that ‘‘it is a general 
practice in this industry for one or two concerns to an- 
nounce the opening prices, which are followed by the 
canners producing a great bulk of the pack.” 4 The fact 
that four companies produced, in 1918, 43 per cent, and 
4. Report on Canned Salmon, 1919, p. 10. 
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nine companies 66 per cent, of the copper turned out by 
“companies other than porphyries and lake” does not 
prove that competition is not present and ‘‘free,” but it 
is enough, in itself, to stimulate legitimate doubt.’ The 
question as to the reality of competition in the great 
staple industries cannot be pursued here. No one will 
question that most agricultural produce is sold compet- 
itively. But the Government’s long fight against com- 
binations, the existence of huge integrated concerns like 
the Steel Corporation, the great packing houses, the 
Standard Oil Company, and the host of combinations 
in other fields which have succeeded in maintaining a 
legal existence or in operating in spite of adverse court 
decisions, are certainly not lightly to be passed over by 
those who still cling to the classic idea that free compe- 
tition is an actuality real enough to afford firm ground 
for a doctrine of competitive costs and rent of superior 
ability. 

Let it be assumed, for the sake of argument, that there 
is no combination in restraint of trade — that there are 
no price agreements, direct or indirect. Then a great 
staple, say iron and steel products, sugar, newsprint 
paper, copper, may have a national market in which the 
wholesale price is determined by competition between 
the producers. This is what Marshall would call its 
general market. For such commodities as iron and steel, 
sugar, copper, paper, and even canned goods (espe- 
cially canned salmon), it might not be necessary to think 
of any other kind of market. For such staples it would 
be permissible to plot in one curve the costs of all firms, 
wherever located. But there are other commodities, 
among them two mentioned by Taussig (bituminous 
coal and Douglas fir lumber), which have distinctly 
special, as well as general or national, markets. To plot 
5. Federal Trade Commission, Cost Reports: Copper, 1919, p. 18. 
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the costs of all producers of any of these commodities in 
a single curve, regardless of the location of the plants, is 
a risky procedure. Connellsville district soft coal may 
compete with West Virginia and Ohio coals in Ohio, but 
it probably does not have to do so in the Connellsville 
district itself; and it may be doubted whether it com- 
petes seriously with Illinois bituminous in Moline or St. 
Louis. Douglas fir competes with southern pine in 
northern markets, but not in southern. California and 
Florida citrous fruits compete in the general, national 
market, but you will have difficulty in buying a Cali- 
fornia grapefruit in Florida or a Florida orange in Los 
Angeles. Similarly Texas spinach and Virginia spinach 
compete in northern markets, but not in each other’s 
home markets. The list could be extended indefinitely, 
until we came to bulky things like brick and building 
stone, which, in spite of wide differences in cost of pro- 
duction, can have but relatively local markets. The 
more important the local market is, compared to the 
general market, the greater is the error involved in a 
cost curve including all the firms of the country. To 
conclude, for instance, from the fact — if it is a fact — 
that it costs less to make brick in Columbus, Ohio, than 
it does in Elgin, Texas, that brick-making entrepreneural 
talent is mediocre in Texas and high in Ohio, would be 
risky. 

Moreover, even if we make the rough assumption 
that competition tends to equalize wholesale prices 
(transportation charges aside) nationally, we have no 
surety that retail prices will show such a tendency. 
Given a long enough “‘run,” and remembering the will- 
ingness of the supposedly typical American to answer 
the call of commercial opportunity, from whatever part 
of the country it may come, we may grant, theoretically, 
that retail prices and retail profits will be substantially 
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equalized as between different regions. Actually, how- 
ever, the mobility of capital, labor, and entrepreneural 
talent is hardly sufficient to bring this about, either 
within the five-year period of Secrist’s investigation, or 
before dynamic factors or conjuncture changes of vari- 
ous origins and hues have again disturbed any equilib- 
rium that may have been in the making. Any study of 
competitive retail selling costs must therefore confine 
itself to data taken from the same local market. 


Even where we have reliable cost curves for the same 
market, however, and find quasi-permanent differences 
between different firms or types of firms, it will not do to 
entertain other than a skeptical attitude toward the 
idea that these differences are the expression of different 
degrees of entrepreneural talent under free competition. 

There remains the possibility, indeed the probability, 
that competition does not compete in anything like the 
manner conceived, as an ideal to be striven for, rather 
than an actuality, to be sure, by the classical writers. 
The logical outcome of competition is uniform costs and 
the elimination of all differential profit. Either that or 
monopolistic combination. If neither of these results 
ensues, the inference may be entertained that there are 
conditions present which give to the term competition 
various vague and undefined connotations, varying with 
the writer using the term. There are ample indications 
that the concept, if it has any definite meaning at all, 
has swung far out of the channel of significance attached 
to it by the classical writers. 

Be that as it may, there are definite causes why low 
costs and, more particularly, satisfactory profits may 
not be due to the superior capacity to which Walker 
attributed them. 

In the first place, as is well known (but not empha- 
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sized in the texts), there are many consciously designed 
devices to avoid or to limit competition — brands, 
trademarks, sales on style and quality basis, trade 
agitation against price-cutting, selling at prices fixed 
by the manufacturer, agreements between dealers as 
to price and sales policies, open price associations, and 
so on.® 

In the second place, is the important fact, too fre- 
quently overlooked, that established concerns, long on 
the ground, have a tremendous advantage, the advan- 
tage of priority. They are, for one thing, usually in 
possession of the best locations. In rapidly growing 
cities in which the center of retail shopping is drifting, 
this is not a permanent advantage. A firm’s prosperity 
may hinge on whether its directors have the nerve to 
pull up and move to a new location ‘far up town.” 
Conjunctures demanding decision on such a matter will 
come to any firm in the course of time. For decades, 
however, once well located, a firm may have an advan- 
tage of which others cannot rob it. Any new concern 
must be prepared to outbid the old ones for a desirable 
high-rent location. Considering the restricted area of 
the popular shopping district, the established firm has 
a decided advantage. 

Furthermore, the established concern has long since 
built up its custom, its good will. It can rely upon the 
habits of its customers, whereas the new concern has to 
rely upon the stream of folk passing its show windows, 
and upon aggressive and expensive advertising. The 
advertising of the established firm can be of a more rou- 


6. See S. Bell, “Fixed Costs and Market Price,’ Quarterly Journal of 
Economics, May 1918, vol. xxxii, pp. 511-513; M. N. Nelson, “The 
Effect of Open Price Association Activities on Competition and Prices,’’ 
American Economic Review, June 1923, vol. xiii, pp. 258-275; M. N. 
Nelson, Open Price Associations, University of Illinois Studies in the 
Social Sciences, June 1922, vol. x, no. 2. 
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tine and less expensive nature. It can ordinarily secure 
loans with less careful scrutiny on the part of lenders. 
Its financial stability is recognized, its credit with manu- 
facturers and jobbers assured. 

In the third place, the old, established firm is quite 
likely to have the advantage in point of size. Such ad- 
vantage may be in part due to superior sagacity, but it 
is by no means always and everywhere so. Like the ad- 
vantage of location and good will, advantage as to size 
may be due to priority. The founder of the firm came 
to the town early, the town grew, and the firm grew 
with it, almost automatically. Not all the first-comers 
survive, of course. Business ability plays its part. But 
so do luck, and population increase, and unforeseen 
conjunctures in the economic development of the town 
and the region. ‘‘Unearned increment”’ is by no means 
confined to land values. 

Hence, to say, as Secrist does of the retail clothing 
trade, that ‘‘the field may be freely entered and almost 
as readily quit,” is to use the terms “freely” and 
“‘readily”’ in a very much qualified sense. Could one 
“freely,” that is, without certainty of extremely heavy 
initial expense and some probability of failure, enter the 
retail clothing business on State Street or Michigan 
Avenue, in competition with Marshall Field and Co., 
Capper and Capper, The Hub, and other firmly estab- 
lished department stores and specialized shops? And 
what is the inducement to a newcomer in a small town 
already so well supplied with clothing stores that none 
is doing a land-office business? 

Now, a word as to permanent and temporary advan- 
tages between firms. Differences in the extractive in- 
dustries are generally conceded to be ‘‘ permanent,” 
while those in manufacturing are regarded as ‘‘tem- 
porary.” On this distinction Taussig builds his theory 
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of costs in relation to value.’ In his comment on Se- 
crist’s monograph, however, he seems to be modifying 
his view. “There is a cause at work which keeps . . . 
the low-cost firms steadily in the low-cost region. Pre- 
sumably the cause at work is a difference in managing 
ability. The general result, then, is to point to the exist- 
ence — in a certain range of business operations — of a 
representative firm and a normal price-determining 
cost; and also of a set of firms below the normal and 
with a differential gain analogous to economic rent.’ ® 
Permanent differences thus appear in manufacturing 
and merchandizing as well as in the extractive indus- 
tries. If this be true, and if the resultant ‘‘gain analo- 
gous to economic rent” be not due to overlooked 
advantages of location, priority, etc., abiding differen- 
tial profits may be regarded as a rent of ability. But if 
so, what becomes of the traditional price-leveling func- 
tion of competition? In plain terms, if competition 
competes, why do not these low-cost firms drive the 
‘representative’ and all other firms out of business? 
There are various possible answers, none of them satis- 
factory, which we will not take up here. So far as the 
data under discussion in this article are concerned, the 
obvious answer is that the firms considered are in great 
measure serving different markets, and hence are not 
competing firms. 

It should be added, in passing, that the separation of 
advantages in manufacturing costs from those in the 
purchasing of raw material is by no means a simple mat- 
ter. Even a cursory reading of the Federal Trade Com- 
mission’s brief report on copper should convince one of 
that. And even in the data as to the cost of producing 


7. Principles of Economics, vol. i, third edition, chaps. 12-14. 
8. “A Contribution to the Study of Cost Curves,” Quarterly Journal 
of Economics, November 1923, p. 176. 
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sugar, in which the raw material and manufacturing 
costs, as noted above, are segregated, it is by no means 
clear that some of the differences in manufacturing costs 
may not be due to differences in the raw material, e. g., 
sugar content of the beets, and in cost of handling it 
from producer to buyer. 

Our conclusions may be summarized as follows. (1) 
An inductive study of costs in relation to the effects of 
competition must be confined to the costs of firms deal- 
ing in the same commodity in the same market. To 
lump together firms from all over the country, or even 
those catering to differing classes of trade in the same 
city, involves, in the case of retail selling, the assump- 
tion of competition where it does not exist. Even in the 
case of the costs and wholesale prices of the great staples 
which enjoy a national, or general, market, there are 
circumstances (combination and trade agreements left 
out of the discussion) which may introduce non-com- 
petitive elements, as between local or home markets, 
both in costs and in selling prices. (2) Even where 
firms serving the same market show apparently per- 
manent differences of costs, it will not do to infer that 
these differences are necessarily due to differences in 
managerial ability.? Devices for limiting and avoiding 
competition, the advantages of priority, established 
trade connections, and size, as well as the possibility 
that not all the “natural”? advantages have been al- 
lowed for, must be taken into account. These facts ren- 
der it impossible surely to attribute to superior entre- 
preneural ability, under competition, the differential 
profits of the intra-marginal or representative firms. 

There can be little question that the future of eco- 
nomic theory lies in a judicious combination of hypoth- 


9. Except in so far as managerial ability functions in avoiding com- 
petition. 
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esis, abstract analysis, and inductive research. Books 
like Cassel’s Theory of Social Economy, with their diffi- 
cult abstractions and their rigid logic, will continue to 
be written. They will, however, as is the case with Cas- 
sel, show an increasing tendency to realism, for all their 
abstraction. Underneath the structure of logic will lie 
a larger foundation of factual observation, however in- 
adequate and unsystematic it may be. But the present 
tendency, best exemplified, perhaps, in the work of 
Mitchell and his associates, to put systematic inductive 
research first and logical analysis second, will gain 
ground, until the older theoretical structures will com- 
pare with the new somewhat as the old philosophic, in- 
trospective psychology now compares with scientific 
behaviorism. In short, there is a probability in eco- 
nomics, tho scarcely yet in sociology, of a scientific 
method, with its feet on the ground, in place of the con- 
flicting philosophies and systems which now go by the 
name of theory. 

But this change of base will not be unattended by 
dangers, and putting content into ‘“‘empty economic 
boxes”’ will not be the work of a year or a decade. Leav- 
ing at one side the dependence of economic theory upon 
the development of fuller psychological knowledge, 
theorists, to the extent that they base their analysis 
upon inductive research into the facts of the business 
system, can proceed no faster than does that research. 
The problems with which we have to deal, for instance, 
that of cost in relation to prices and profits, involve not 
only such a range of data but such necessity of technical 
definition and discrimination in matters where definition 
is extremely difficult, and perhaps never entirely satis- 
factory to all concerned, that the scientific spirit will 
counsel some caution, both in drawing generalizations 
and in placing implicit confidence in the data supplied. 
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More specifically, it is quite evident that theory, from 
now on, will have to make more and more use of the in- 
ductive researches of bureaus of business research. 
Supposing that the personnel and the financial backing 
of whatever bureaus may be established will be such as 
to raise no question as to the disinterestedness and ob- 
jectivity of their work — still, their results will have to 
be used with caution. The theorist will have to be 
something of an accountant and something of a statis- 
tician, at least enough to understand the methods of 
factual research and of analysis used by the bureaus. 
He will have need of some skepticism as to the fulness 
and accuracy of data, unless it is established that the 
data have been gathered by expert representatives of 
the bureau, in person. He will have to be sure that the 
accounting methods upon which the data are based are 
uniform. Critical analysis will constantly be called for, 
to determine whether the data are so collected and so 
analyzed as to be proper data for the specific problem 
which the theorist has in hand. In a study of costs, for 
instance, it will be primarily necessary to fix in mind 
what the accountants and statisticians who supply the 
data have, or have not, included under costs. 

With regard to the specific problem dealt with in this 
paper, the fact-finding agencies, if they are to afford us 
data which we can properly use, must not only gather 
cost data at first hand and on a uniform system of ac- 
counts, but they must arrange these data according to 
market limitations. In the case of the costs of retail mer- 
chandizing, only the firms of the same town, or at most 
the same metropolitan district, should be compared. If 
there are enough firms, within such a market area, 
analysis can then proceed to costs as correlated with 
size, age, etc. In large cities, the firms should be segre- 
gated into groups on the basis of type of custom, and 
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the non-competitive element between these types recog- 
nized, and, if possible, measured. Finally, a detailed 
genetic study should be made of the life-history of 
specific firms, both successful and unsuccessful. The 
fortunes of the firm should be traced in correlation with 
the business, industrial, and social history of the town 
and the country.! Given a sufficient number of such 
commercial life-histories, no other method would seem 
to promise as much real light on the vexing problem of 
competition, monopoly elements, costs, prices, and 
profits. Analogy is always dangerous, but it may here 
be suggested that it is by just such specific comparative 
genetic researches that modern biology is making its ad- 
vances. To do as Secrist does, and lump all firms to- 
gether, is a method comparable, in its erroneousness, to 
that of the biometricians in lumping together in one 
correlation table a number of pure lines. 

In the case of staple commodities sold over wide geo- 
graphical areas from central production points, it would 
be desirable to have statistical. data of sales, together 
with prices, made by each firm in the area normally sup- 
plied by other firms. That is, the total sales of each firm 
should be divided between those which it makes “at 
home” and those made elsewhere. While such statistics 
would be extremely complicated and costly to collect, 
they would afford a statistical basis for estimating the 
amount of competition in a given territorial market and 
then in all these markets collectively, between producing 
companies wherever located. 

A series of intensive studies of the kind suggested 
would without much doubt show marked non-uniform- 
ity of costs of merchandizing between the different firms 
supplying the same local market. When we have com- 


1. One very successful manufacturing concern in Massachusetts is 
now making a critical study of its own development. 
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plete detailed data for a given market, we shall then be 
in position to analyze the probable influence of size, age, 
situation, and conjuncture influences, and thereby sepa- 
rate the natural, social, and fortuitous advantages (in a 
word the conjuncture-advantages) from those derived 
from superior entrepreneural ability. Then, and not till 
then, shall we have a dependable estimate of the relative 
extent and importance of superior business ability and 
of the ‘‘rent of ability.” 

If, having set aside the differentials due to superior 
location, and other advantages which have accrued to a 
firm without dependence upon the quality of its man- 
agement, and if, regarding these differentials as in the 
nature of intramarginal situation rents and Konjunc- 
turgewinne, we find other differentials which can be at- 
tributed only to superior managerial ability, we are then 
face to face with the paradox of competition: why does 
not competition, in some such way as that postulated by 
the elder Clark, eliminate these latter differentials and 
bring all costs (aside from situation advantages) to a 
uniform level? Ideally, if the phrase “free competi- 
tion” is to be taken seriously, this is what should hap- 
pen. 

If it does not happen, and if we find, in the same mar- 
ket, few lines of production or business which reveal 
even approximate uniformity of cost, that will be evi- 
dence that even in what we call competitive price deter- 
mination there is a monopoly element. But this aspect 
of the problem is not matter for this paper. 


A. B. Wo.Fe. 
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SUMMARY 


Growing Importance of Tax Problems. The Australian Commission. 
—State and Federal Taxes, 72.— The Income Tax, 74.— The 
Averaging System, 76. — Exemptions and Allowances, 80. — Taxation 
at the Source, 83. — Differentiation, 88. — Graduation, 89. — Mis- 
cellaneous Topics, 91. 


I. Grow1ne ImporTANCE oF Tax PROBLEMS 


War-tTmeE financial methods left a heavy post-war 
burden of debt in Australia, as in other belligerent coun- 
tries, and the incidence of taxation became, for the first 
time in the history of the country, an important political 
question. In the halcyon days before the war, when 
taxation was but a small percentage of the national in- 
come, injustices and inconveniences did not attract 
widespread attention. When, however, the taxation 
became burdensome, amounting to roughly 20 per cent 
of recorded production ! in 1920 compared with 10 per 
cent in 1911, the economist’s conception of marginal 
utility came into prominence. The increased sacrifice 
brought to light many inconsistencies in the tax system 
and gave rise to some doubts concerning its general 
equity. The overlapping of State and Federal authori- 
ties added to the general confusion and there were in- 
sistent demands for tax revision and reform. In these 
circumstances the Commonwealth Government in 1920 
took the important step of setting up a royal commis- 
sion to review the whole problem. In particular the 
Commission was 


1. “Recorded production” must not be confused with ‘national in- 
come.” The former should be increased by at least 50 per cent, to obtain 
an estimate of the latter. 
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to inquire into and report upon the incidence of Commonwealth 
taxation and into and upon any amendments which are necessary or 
desirable with a view to placing the system of taxation upon a sound 
and equitable basis, having regard generally to the public interest 
and particularly to 

1. The equitable distribution of the burdens of taxation. 

2. The harmonisation of Commonwealth and State taxation. 

3. The giving to primary producers of special consideration as 
regards the assessment of income tax, particularly in relation to 
losses resulting from adverse weather conditions. 

4, The simplification of the duties of taxpayers in relation to re- 
turns and in relation to objections and appeals. 


Three of the states — Queensland, Tasmania, and 
Western Australia — concurred in the suggestion of the 
Prime Minister that the Commission should be given 
powers of a royal commission with respect to State 
taxation. 

The Commission took its task seriously, prepared an 
elaborate questionnaire upon taxation problems, visited 
all the states in turn, and examined 191 witnesses. It 
thus collected an array of data and opinions upon taxa- 
tion such as had never before been at the command of 
the public powers. Upon these, five lengthy reports 
were prepared, the first appearing in November 1921 
and the last in February 1923. These reports make a 
searching review of the problems of taxation in Aus- 
tralia and contain many valuable suggestions for reform. 
Unfortunately the evidence has not been published, tho 
it attracted much attention in the public press during 
the sittings of the Commission. It is doubtless on record 
and should prove of incalculable value to the future re- 
search student of Australian finance. But the published 
reports are comprehensive and, with one important 
exception,’ no problem has escaped attention. I have 


2. See below, p. 81. No reference was made to the incidence of cus- 
toms and excise duties and it may be added, the Commission gave no 
consideration to the vexed question of the capital levy, tho it had evi- 
dence on the matter. 
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surveyed the findings of the Commission upon the ques- 
tion of “harmonisation of Commonwealth and State 
taxation” in a recent issue of the Economic Journal.’ 
It is proposed here to examine the main conclusions 
upon the income tax. 


II. Statre AND FEDERAL TAXES 


Before federation, in 1900, the six colonies * had ex- 
clusive fiscal control in their own territories, and levied 
customs and excise duties as well as land, income, and 
probate taxes, according to their needs and policy. The 
Federal Constitution gave the Commonwealth Parlia- 
ment unlimited powers with regard to taxation, pro- 
vided there was no discrimination among the states. 
At first the Federal Government confined its fiscal 
powers to customs and excise duties, of which only one 
fourth was required for federal purposes, the remainder 
being handed over to the states. This arrangement was 
altered in 1911, when the states received a fixed per 
capita contribution of 25 shillings; but the Common- 
wealth Government had then entered the field of direct 
taxation.’ In 1910 the Labour Party, then in office, in- 
troduced a land tax for both fiscal and social purposes. 
In 1914, after the outbreak of war, succession duties 
were levied and in 1915 a federal income tax imposed. 
Later, a war-time profits tax and an entertainments tax 
were added. 

During and after the war the states continued to bor- 
row heavily for internal development, and their debt 

3. September 1924. 

4. Now the States of the Federation. In this article “State’’ is used in 
this connection. 

5. For the purposes of this article excise and customs duties will, of 
course, be regarded as indirect taxes, and all other taxes as direct, except 


where specifically mentioned. This is the popular, tho erroneous, classi- 
fication in Australia; and for convenience it may be adopted for present 


purposes. 
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charges were steadily increasing. With the ever-present 
tendency to expand the sphere of government and the 
rapidly rising price-level, it is not surprising that the 
fiscal needs of the states became pressing. Both State 
and Federal authorities were therefore imposing addi- 
tional burdens upon the taxpayer and the problem of 
double taxation came up in a very pronounced form. 
Moreover, the varying necessities of the states and their 
political traditions and outlook added great complexity 
to the tax system and brought into prominence the 
need for greater uniformity. This aspect of the problem 
is not strictly relevant to the present discussion, but it 
should be mentioned as perhaps the most important 
cause of dissatisfaction. It emphasized the burden of 
taxation as a whole and the growing importance of the 
income tax in particular. 


Tasie I.—Yieip per Heap oF TAXES IN THE STATES AND 
CoMMONWEALTH, 1922-23 








Probate and Total 
State Income tax Land tax Successionduties Taxation 
& a @€ & @ d. & «a £. 8. d. 
8 8 Sees oe 118 8 §ate: hs 10 10 3 11 10 
UR Ace ct oadiens 19 1 4 11 8 10 211 3 
MEE: Silaldsex.-< 214 6 10 7 6 6 44 6 
IE. idasiwisin 465 115 2 a 8 0 3 10 10 
CGE. Aectesapen 113 9 o 38 2 8 217 6 
» | ee eer ee 19 8 8 11 5 2 3 6 6* 
Ciwealth ........ 2 510 a 2 4 2 817 1 
General 
Average ........ 40 2 a . 12 10 12 3 8 


* Tasmania taxes a licensed hte most of the investments in 
which come from outside of Tasmania. It is computed that 18 shillings 
per head is derived in this way, and hence the Tasmanian taxation per 
head should be £2 8 6. This is the lowest of the states, but increases 
in taxation in Tasmania estimated at 13s. 4d. per head have been im- 
posed recently. 


Apart from customs and excise, the income tax is by 
far the most important tax levied by both State and 
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Federal authority. Direct taxation for the year ending 
June 30, 1923 amounted to £35,753,000, of which the 
income tax was responsible for £22,572,000 or 63 per 
cent. This tax therefore occupied a great deal of the 
attention of the Commission. Its importance is shown 
in Table I, giving the yield per head of the important 
taxes levied by State and Federal authority for the 
year 1922-23. 


III. Tue Income Tax 


Problems of income tax are discussed in three of the 
Commission’s reports. In the first the urgent question 
of granting relief to primary producers brought up the 
principle of averaging. The second report is devoted 
largely to the major questions of taxation at source, 
differentiation, graduation, and double income taxa- 
tion. In the third the nature and amount of deductions 
from income tax constitute the principal topic. The 
Commission had before it the British Income Tax Re- 
port of 1920, which it frequently cites; and there is 
abundant reference to expert opinion, notably the New- 
march lectures of Sir Josiah Stamp. The most impor- 
tant topics may be taken in the following order: (1) the 
averaging system, (2) the general exemption and allow- 
ances for children, (3) taxation at the source, (4) dif- 
ferentiation, (5) graduation, (6) miscellaneous topics of 
minor importance. 

Before proceeding with these, a brief statement of the 
nature and scope of income tax may be given. As al- 
ready mentioned the six states have income taxes and 
the Commonwealth adopted the measure as a necessary 
war measure. But the Commonwealth tax is superior 
in design and more burdensome than the state acts.° It 


6. Rates in Tasmania are now higher on middle range incomes. 








, = atk FA ite «An fk — 


i a eo 


Qa 


fr 














THE AUSTRALIAN INCOME TAX 75 


is levied on all incomes earned in Australia, wherever the 
recipient is domiciled, and gives adequate recognition 
to the sound theory of income taxation. In this respect 
it has some advantages over the older income taxes, 
such as the British, in that the authorities had prac- 
tically a virgin field to operate upon as well as a solid 
background of accepted theory from which to draw. 
The original act is thus an advanced expression of in- 
come-tax theory, and attempts to apply the scientific 
principles of graduation and differentiation with the 
minimum of friction and expense. Very extensive pow- 
ers were granted to the Federal Commissioner of Taxes, 
who, with his six deputies, located in the six states, con- 
trols the administration. It is generally admitted that 
the administration has been as enlightened as the Act 
itself, tho the Department’s methods may cause some 
annoyance and there is the usual stringent adherence to 
regulations so common in Government departments. 
The following may be given as the more important pro- 
visions in operation in 1920, when the Commission was 
appointed: 

(1) The exemptions for single and married persons gradually 
decrease and disappear for incomes of about £600. 

(2) Allowances for children operate throughout. 

(3) Graduation is secured by an elaborate formula. 

(4) There is marked differentiation between the rates on incomes 
from property and incomes from personal exertion. 

(5) The assessed income is the one earned in the previous year in 
Australia. Thus taxes are paid in 1923-24 on the income earned in 
1922-23. Payments commence usually in January. 

(6) The principle of taxation at the source is confined to the tax 
upon the undistributed profits of companies. 

(7) Liberal deductions for expenses, depreciation, insurance 
premiums, gifts, superannuation payments, rates and taxes, etc., are 
allowed. 

(8) Tax is paid in one annual amount and the Department may 


levy a fine of 10 per cent of the tax upon assessments outstanding 
after one month from their dispatch to taxpayers. 


ae rs 
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The State income taxes differ in many important re- 
spects from the Federal tax and from one another. 
These will be indicated in the text where relevant, and 
the above provisions fully outlined. 


IV. Tue AVERAGING SysTEM FOR ASSESSMENT 


On this question the Commission departs somewhat 
from accepted opinion. The general question of averag- 
ing arose through the appeal of the primary producers 
for special consideration. Since they are responsible 
directly for about 70 per cent of the total production of 
the country, their case was of great importance. Much 
primary production is carried on under what the Com- 
mission designated ‘‘ vicissitudes of fortune,” in contrast 
with the more regular nature of manufacturing produc- 
tion. This is true everywhere, but the climatic condi- 
tions of Australia and the great dependence of primary 
production upon the world market add weight to the 
claims for relief on this ground. An actual example 
taken from the records of the Federal Income Tax De- 
partment will illustrate the point.’ The following state- 
ment gives the experience of a grazier producing on a 
large scale. 





Profit Loss 

Re £24,015 
EET 56 Keb caccaecesls 28,805 
CN Si aiciib ka wa alan £34,646 
SN nko Sacccakess 67,255 
Ee ree 4,163 
ace 55,531 
EE Sho dc cc cignis 45,835 

Net Profits ....... £56,448 


The tax actually paid by this grazier over this period 
was £60,161, whereas the tax paid on earnings of £56,- 
448 in equal annual receipts of £8,064 would be £13,299. 
The case serves as a very effective demonstration of the 


7. Quoted by the Commission, p. 5. 
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injustice of an income tax which makes no allowance for 
losses. Admittedly it was extreme, but the Commission 
selected at random fifty cases from the records and 
found that the irregularity of receipts for primary pro- 
ducers increased the tax burden by 50 per cent over that 
imposed upon regular incomes of equivalent amounts. 
Droughts, fires, and floods render the prosperity of 
many primary producers precarious, and profits fre- 
quently give place to losses. 

While there is general agreement upon the hardship 
imposed upon recipients of irregular incomes, the pro- 
vision of relief gives rise to serious controversy. On this 
point the Commission was divided, a majority of four 
favoring a system of averaging and a minority of three 
supporting the proposal of the British Commissioners 
for carrying forward losses. The calm judicial reason- 
ings of a Royal Commission’s report is here broken by 
heated argument, and the majority take the rather un- 
usual course of scolding the dissentient minority for 
alleged misrepresentation of the majority proposals, 
and of exposing, in a rejoinder, what they consider the 
fallacious arguments and conclusions of the minority. 

In the process of an ingenious and elaborate argu- 
ment the majority seek to emphasize (1) the incon- 
venience of using the year as the unit of time for the 
basis of assessment, and (2) the difference between taxa- 
able capacity (rate of tax) and taxable income. On the 
first point they quote with favor the authority of Sir 
Josiah Stamp that “‘the high rate of tax is bringing the 
time question in regard to ability to pay into promi- 
nence’’; and further, that ‘‘the average more properly 
indicates the economic ability of well-to-do people.” ® 
But Stamp may be quoted with equal emphasis against 
the averaging principle, and his general conclusions ap- 
pear to be in this direction. Moreover, the British Com- 
8. The Fundamental Principles of Taxation, pp. 27 ff. 
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missioners found great discontent with the averaging 
system. “‘Hardly anyone,” they record, “‘had a good 
word to say for the average,” * and they very definitely 
affirm the desirability of the single year, advocating 
“the year of assessment basis as the ideal basis.” But 
the Australian Commissioners devised a scheme to meet 
the objections to the averaging system while retaining 
its advantages. ‘‘Pruned and cleaned of parasitic 
growths, stripped of the confusing excrescences which 
are not of the essence of the system, averaging is a 
healthy and beneficent plant whose fruit is wholesome” 
(Sec. 60). Fortunately the argument, tho ingenious, is 
not as mixed as the metaphor. The method of carrying 
forward losses is rejected because it does not afford ade- 
quate relief and would maintain an unfair discrimination 
against recipients of irregular incomes. The majority 
return to the averaging system to provide the rate of the 
tax (that is, taxable capacity) while retaining the pre- 
vious year’s income as the basis of assessment. It is 
shown that the tax paid in twelve representative cases 
would be only 6.7 per cent greater under this arrange- 
ment than the tax on a steady income, while the differ- 
ence would be 37.1 per cent under the method of carry- 
ing forward losses. 

The minority, on the other hand, favor the latter 
method on the grounds that (1) it affords sufficient re- 
lief; (2) the averaging system is complicated; (3) the 
comparison with a tax on a regular income is too rigid; 
and (4) fixing the rate on the averaging system would in 
effect alter the principle of graduation. There is great 
substance in the last two objections. It is apparent that 
the averaging method would bring relief during a period 
of inflation, but it may have the opposite result if prices 
and incomes are falling. The cases quoted by the ma- 
jority occurred during the war and post-war inflation, 

9. The Fundamental Principles of Taxation, p. 105. 
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but their proposals would increase the rate of the tax if 
incomes were falling steadily. It is obvious that the 
scheme would discriminate in favor of primary pro- 
ducers and against the salaried classes in times of rising 
prices, and conversely when prices fall. This will be 
recognized as an added impost upon recipients of fixed 
salaries to whom rising prices are an injustice, tho af- 
fording them relief when the scales are in their favor. 
Hence the interference with the principle of graduation. 
But the standard of comparison is surely too rigid. The 
majority Commissioners propose an averaging period of 
five years. No reason is given for this; and if compari- 
sons are to be made with fixed incomes, why not assess 
a man’s taxable capacity upon his average annual earn- 
ings from the time he first received an income? 

Taxable capacity varies with the amountof the income 
from year to year, and the averaging system proposed 
will result in applying high rates to low incomes and low 
rates to high incomes. Despite these considerations, the 
majority have won their point, and the Federal income 
tax has been amended to provide for the application of 
their proposals to all incomes. It will be interesting to 
observe the operation of this novel definition of taxable 
capacity, but one may hazard a guess that a producer 
who pays a tax of £40 on an income of £500 will want to 
know why the salaried man with a similar income pays 
only £25. Taxpayers habitually have grievances, and 
the callous official may ignore the protest; but he cannot 
overcome the more serious objections against the exist- 
ing law. It should be added that the averaging system 
has been applied to the Federal income tax only; the 
Commission made no specific recommendations regard- 
ing state laws.! 


1. The averaging method was applied to income from primary produc- 
tion only in 1921. A further amendment in 1922 extended the principle 
to all taxpayers and to companies, but by the Act of 1923 companies 
were excluded. 
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V. Tae GENERAL EXEMPTION AND ALLOWANCE 
FOR CHILDREN 


In 1921, when the Commission made its first report, 
the exemption in the Federal tax was fixed at £100 for 
single and £156 for married persons, with an additional 
allowance of £26 for each dependent child under sixteen 
years of age. The exemptions, however, diminished at 
the rate of £1 for every £5 by which income exceeded 
£100 for single persons, and £1 for every £3 by which 
income exceeded £156 for married persons. There 
would thus be no exemption for incomes of £600 and 
over in the former case, and of £624 and over in the lat- 
ter, except where there were dependent children. A 
special provision of the act fixed the minimum tax on 
any taxable income at £1. The state exemptions and 
allowances varied greatly in both nature and amount. 
New South Wales was the most liberal, with a general 
exemption of £250 and an allowance of £36 for each 
child under eighteen years of age. At the other end of 
the scale were Western Australia, with an exemption as 
low as £100, and Tasmania, with a children’s allowance 
of 6 shillings deducted from the tax on taxable incomes 
of less than £350. 

These provisions were for the most part of long stand- 
ing, and it was justly argued by witnesses that the in- 
creased cost of living had altered the original intention 
of the legislature. But witnesses were by no means 
unanimous upon the principles that should be adopted 
in determining the exemption or the amount at which 
it should be fixed. Some favored a general exemption 
running through all incomes. The Commission admit- 
ted the theoretical and administrative advantages of 
such an arrangement, but considered the loss of revenue 
entailed and the consequent readjustment of rates as 
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serious objections. This is rather inconsistent with the 
conclusion upon the averaging system noted above; 
and in any case, the loss to the revenue by various pro- 
posals for raising the general exemption and making it 
apply equally throughout the whole scale of incomes 
was shown to be relatively small. Thus a non-diminish- 
ing exemption of £200 on all incomes would involve a 
sacrifice of £1,400,000 to the revenue, or 10 per cent of 
the total income tax for 1921. 

The great dependence upon customs and excise taxa- 
tion makes such a proposal all the more necessary. For 
the Commonwealth Government alone this formed 65 
per cent for the year 1922-23; if the state taxation is 
included, customs and excise are 47 per cent of the total 
taxation. This has the effect of increasing the burden on 
the lower incomes, as Sir Herbert Samuel has shown with 
regard to the United Kingdom.” On an income of £100, 
indirect taxation amounted to £13 16, or 13.8 per cent; 
and taking the tax system of the United Kingdom as 
a whole, rates are degressive on incomes from £100 to 
£500. The Australian Commission did not examine this 
aspect of the problem; indeed, the whole question of 
customs duties was ignored by the Commission. This 
is the gravest defect in its work, and it is unfortunate 
that the opportunity was not availed of for making an 
authoritative examination of the incidence of protective 
duties. Not that this would have greatly disturbed the 
widespread faith in protection at the moment, but it 
would have placed on record many inconsistencies in 
the protectionist philosophy while providing the Com- 
mission with a necessary background for the treatment 
of direct taxation. 

Whether this would have influenced the Commission 
in its recommendations regarding exemptions is doubt- 


2. The Journal of the Royal Statistical Society, March 1919. 
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ful, but it would have led to a more fundamental answer 
to the question put by the Commission: ‘‘ When should 
a citizen first begin to contribute through an income tax 
towards the financial needs of the State?’”’ The answer 
given is: “‘So soon as his income is more than is suffi- 
cient to maintain him in health and economic efficiency. 
The bare subsistence level discloses no taxable capacity; 
the level just above that of economic efficiency indicates 
the point at which the State may justly levy some direct 
contribution, however small. We are not convinced of 
the necessity of making any material changes in the gen- 
eral exemption.”’ The Commission accordingly recom- 
mended slight changes, raising the exemption for single 
persons from £100 to £104, but fixing the rate of diminu- 
tion at £1 for every £3 by which the income is in excess 
of £104, thus bringing it into line with the exemption 
for married persons. Further, the provision for a mini- 
mum tax of £1 was to be rescinded. 

These deductions are in striking contrast with the 
findings of the Royal Commission on the Basic Wage in 
1920. It was computed that £5 16 6 was the weekly 
wage necessary for a man with a wife and three children. 
On this principle the exemption for such a taxpayer 
should be not less than £300, whereas the above recom- 
mendations fix it at £234. There were two reservations 
to the recommendations, both urging that the exemp- 
tion should apply to all incomes, but differing upon the 
nature of the exemptions and allowances. One commis- 
sioner proposed that the deductions (including allow- 
ances with regard to rates, insurance, etc.) should be 
‘specifically expressed in terms of assessable income but 
be applied in the equivalent terms of tax assessment.” 
This proposal would secure “‘equality of treatment to 
all taxpayers in respect of such allowances.” It is true 
that the deduction from tax would operate uniformly 
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throughout, but the proposal ignores the principle of 
diminishing utility of income whereby decreasing deduc- 
tions from tax with increasing incomes would be a true 
measure of equality of sacrifice. Moreover, the taxable 
income should be recognized as a surplus above the 
needs of the taxpayer for which there should be an al- 
lowance for all incomes. Rates should then be applied 
to the taxable surplus. Indirect taxation is already a 
heavy burden upon incomes below this surplus, as is 
recognized by the second dissentient commissioner, who 
proposed fixed exemptions on all incomes of £156 for 
single and £260 for married persons, with £36 for each 
child. These proposals are in keeping with those of the 
British Commissioners and generally with accepted 
opinions, and their adoption would improve the tax. 


VI. TAXATION AT THE SOURCE 


The Commonwealth income tax is mainly a graduated 
tax on individual incomes. Consequently the dis- 
tributed profits of companies are taxed in the hands 
of shareholders while undistributed profits are taxed 
through companies. In the states, company profits are 
taxed prior to and irrespective of their distribution. 
Witnesses gave much attention to this arrangement, and 
this raised the question of taxation at the source. In its 
wider meaning as applied in Great Britain, the principle 
was not seriously entertained; but the growing impor- 
tance of company organization gave emphasis to the 
question in its narrower applications. Four possible 
courses of action with regard to company taxation were 
considered. 

(1) Taxation of company profits without adjustments 
and exclusion of dividends from shareholders’ returns. 
— This method is in force in four states (New South 
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Wales, Victoria, Queensland, and Tasmania), but it 
clearly alters the incidence of the income tax by dis- 
criminating against small incomes. Interesting informa- 
tion upon company profits for the year ending June 30, 
1920 was given to show the effects of this method. It 
may be repeated here. 


Total company profits ....................5- £42,216,256 
Undistributed income taxed in hands of compa- 

Nee en ne nweuecsas 22,830,640 
Distributed income taxed in hands of sharehold- 

as Wiehe U6 Rave wes ARK RRO 6 Lenses 4 10,612,929 
Dividends received by shareholders not paying 

ES acca ord bca SGU din oles ig. on do 0015.2. 0:0 8,772,687 


The year 1919-20 was, of course, one of great prosperity 
and the undistributed income is doubtless a higher pro- 
portion of total profits than is usual. The number of 
shareholders not paying income tax was slightly over 
200,000 and the flat rate on all profits would act harshly 
upon these. This rate was 2s. 8d. in the pound, and the 
number of shareholders paying income tax at a lower 
rate was 25,634, against whom also the flat rate would 
be an injustice. The remaining shareholders, 2,636, 
would benefit. Its advantages are simplicity, produc- 
tivity, and equality, but its inequity was rightly con- 
sidered as too serious an obstacle to its adoption. 

(2) Taxation at source in its wider application to all 
incomes. — For the prevention of evasion this course 
would be useful, but it would be an expensive proced- 
ure for the smaller incomes, and the practice of “‘in- 
formation at source” was thought to afford adequate 
protection for the revenue where the administration 
was thoro. The Federal Taxation Department has 
shown great zeal in detecting evasion, and with the ac- 
cumulating mass of data regarding individual incomes 
and the complementary information arising through 
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land and probate taxes, the losses from this cause are 
being steadily reduced. Unfortunately the arrange- 
ments made in 1923, whereby the administration of 
Federal income tax is handed over to the states, may 
reduce efficiency in this respect. But at the time no 
such development was projected and the Commission 
favored the system of “information at source” to the 
more rigorous course of “‘taxation at source,” necessitat- 
ing as it does such fundamental changes in procedure. 
In this conclusion they are in agreement with expert 
opinion.‘ It maybe noted that some witnesses suggested 
the collection of taxes on wage-earners at the source. 
In this way it was hoped to secure revenue from wage- 
earners who escape through the nomadic nature of their 
work. The Commission found that both employers and 
employed were opposed to such a course and that the 
yield would be uncertain. They were therefore unfavor- 
able to the proposal. 

(3) Taxation of company profits with adjustment to 
individual shareholders. — Under this plan tax would 
be levied upon company profits before distribution and 
individuals would disclose in their income-tax returns 
the amount of dividends received from companies. In- 
dividuals would then be assessed on their total incomes, 
including company dividends, and rebates made to 
those who had been taxed too heavily, while further 
calls would be made upon taxpayers whose rate of tax 
was higher than the flat rate on companies. This 
method would be equitable, except for the temporary 
loss to some shareholders of the tax on dividends taken 
by the state; but the Commission thought it costly, 


3. See article by the present writer in Economic Journal, September 
1924. 
4. Seligman, The Income Tax, p. 679. 
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while affording little additional protection to the rev- 
enue where a satisfactory system of “information at 
source ”’ was in operation.® 
(4) Existing practice, with more equitable adjustment 
in respect of dividends paid out of undistributed income. 
Under this arrangement dividends subsequently made 
available from undistributed income are treated as fol- 
lows: (a) shareholders whose rate of tax is lower than 
company rate are entitled to a rebate at the rate of tax 
upon their incomes; (6) shareholders whose rate is 
higher than company rate must pay additional tax; and 
(c) the non-taxable shareholders receive no rebate. The 
department thus makes a just exaction under (b) but 
allows no rebate under (c) and an inadequate rebate 
under (a). There are three methods of meeting this un- 
fair discrimination. First, the department might refund 
the whole of the tax direct to the shareholders and treat 
such refunds as part of their incomes for purposes of 
taxation. Secondly, it might refund the tax to the com- 
pany after the payment of dividends, out of undistrib- 
uted profits. Thirdly, undistributed profits might be 
taxed, not in the hands of the company, but as part of 
individual income as if they had been distributed. This 
method was thought unfair by the Commission, inas- 
much as shareholders would pay tax on income they 
never received; but the first and second methods were 
regarded as fair, provided shareholders included all 
dividends in their returns and a simple form of return 
was made available for non-taxable shareholders. The 
5. In the amending Act of 1923 this system was adopted. Companies 
pay tax on the whole of «he profits at a flat rate of one shilling in the 
pound. If the shareholders’ rate is above one shilling (i. e., if his taxable 
income is over £721), he is obliged to include his dividends in his income 
but is allowed a rebate of a shilling in the pound in respect of such divi- 
dends. Taxpayers in receipt of smaller incomes do not include dividends 


in their returns. It will be noted that this arrangement discriminates 
against the small taxpayer. 
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Commission finally recommended the maintenance of 
existing practice with adjustment to meet the unfair 
discrimination noted above. ‘‘We are of opinion that 
‘information at source ’ will provide increasing protec- 
tion for the revenue.” Hence no step in the direction of 
taxation at source was thought desirable, and the neces- 
sary rebates under present arrangements would prove 
satisfactory. 

In this, as in many other matters, there was a vigor- 
ous minority report, three of the seven Commissioners 
dissenting from the conclusion in the main report. 
These frequent differences of opinion reflect the un- 
settled state of public, and even expert, opinion upon 
problems of taxation in Australia. There is no scientific 
treatment of the subject yet available, and little agree- 
ment upon many details which are more or less settled 
principles in the theory of taxation. The minority 
favored taxation at source generally. ‘‘We are satisfied 
that the system of ‘ taxation at source ’ possesses advan- 
tages which justify adoption.” Their recommendations 
are, however, limited to companies which should be 
taxed at a uniform rate upon the whole of their dis- 
closed profits. ‘‘Shareholders, whether taxpayers or not, 
would then be entitled to rebate or refund (as the case 
requires) of the sum paid in income tax by the company, 
proportionate to the interest of the shareholder in the 
whole net taxable profits of the company.” Share- 
holders would be regarded for taxation purposes as 
having received a proportion of the company profits 
whether distributed or not, and such proportion would 
be included in taxable income. Frem the tax so deter- 
mined there would be deducted ‘‘a sum having the same 
proportion to the tax already paid by the company as 
the shareholders’ share in the profits bears to the total 
profits of the company.” Thus, if X were the profits of 
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the company, Y the share that was received by the 
shareholder, and Z the amount paid in company taxa- 
tion, the deduction would be ee 
would doubtless safeguard the Department against 
evasion, but would be somewhat complicated in ad- 
ministration. Unless the change to the principle of 
“taxation at source” was contemplated, its advantages 
in the prevention of evasion would not appear sufficient 
to warrant its adoption. The simple expedient of re- 
questing companies to supply information upon the dis- 
tribution of their profits would provide ample protection 
in this respect. 


This arrangement 


VII. DIFFERENTIATION 


In both Federal and State income taxes (with the ex- 
ception of that of Western Australia) the principle of 
differentiation is recognized, rates on “‘income from 
property” being in some cases double those on “‘income 
from personal exertion.’”’ These are the terms used in 
Australian legislation and they are considered by the 
Commission as ‘‘the most appropriate yet suggested.” 
No consideration is given to the fundamental distinction 
mentioned by Stamp with regard to the respective obli- 
gations entailed in obtaining the two classes of income.® 
But the Commission is satisfied upon the general ques- 
tion, and approves the principle of differentiation upon 
incomes up to a certain point. Beyond this it is thought 
that the higher property incomes contain a large element 
of active earning, and the ability to pay approaches 
equality with the two classes of income in the higher 
groups. Of course, there is an element of differentiation 
in the existence of land taxes and estate duties, and a 
dissentient commissioner urges that this is sufficient. 


6. Fundamental Principles of Taxation, p. 85. 
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The argument from Seligman that inheritance taxes 
may be regarded ‘‘as a convenient method of applying 
the principle of differentiation in taxation of income”’ 
does not affect the real basis of differential treatment of 
incomes. 

The only serious controversy that now arises is over 
the method of applying the principle. The present 
practice in Australia is by differential rates, but the 
Commission favored a deduction of 15 per cent from 
“earned” income and the taxation of the remainder at 
the same rates as are applied to ‘‘unearned” incomes. 
Upon incomes of more than £1,500 the deduction is to 
be reduced at the rate of .005 per cent on each successive 
pound, disappearing at £4,500, after which differential 
treatment would cease. Under the existing law the dif- 
ferential rates are applied throughout, but with varying 
emphasis, being most marked on incomes from £2,000 
to £5,000, when ‘‘unearned” rates vary from 80 to 68 
per cent higher than “‘earned”’ rates. The plan proposed 
may be regarded as superior to the present arrangement 
of differences in the rates: it gives a definite concession 
in favor of the so-called ‘‘earned”’ incomes. The differ- 
ent circumstances under which the incomes are received 
makes such a concession just as necessary as is the ex- 
emption for wife and children. Taxable income is the 
surplus after allowing for these deductions, and the 
whole surplus may be taxed at uniform rates whatever 
be the nature of the income. 


VIII. GRADUATION 


Progression is accepted as an essential feature of 
taxation in Australia, but has been applied unevenly in 
the seven income taxes. In the Commonwealth income 
tax the rate rises from 3.00375 pence in the first taxable 
pound to 60 pence on the 7,600th pound. On each suc- 
ceeding pound the tax is 60 pence. Super-tax brings the 
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highest rate to 102 pence, but the average rate never 
reaches the highest rate, and hence the tax is truly pro- 
gressive. In some of the state taxes there are elements 
of regression, while in others the progression is carried 
out by a series of “‘jumps,”’ as in the British income tax. 
This “‘step”’ system was frequently advocated by wit- 
nesses because of its simplicity, but the Commission 
thought it possible to secure the more equitable prin- 
ciple of regular progression along with simplicity. 

One of the most serious objections to the Federal in- 
come tax has been the complex formula by which rates 
have been determined.’ The formula for income from 


personal exertion is R = (+3 t) pence, where R is 


the rate of tax in pence per pound and I the taxable in- 
come in pounds sterling.* There are three formulz for in- 
comes from property, according to the size of the income. 
Professor Edgeworth’s comments cited below refer to 
these formule. It is, in effect, a grave offence to the 
maxim of certainty in taxation. To the average man so 
elaborate a formula is a source of bewilderment and 
serves only to increase his natural antipathy to the de- 
partment. Moreover,as Professor Edgeworth has shown, 
“‘in spite of, or rather in consequence of, its mathemat- 
ical elaboration, the Australian formula has hardly any 
advantage in respect of continuity over the formless 
British income tax.” ° The Commission was impressed 
with these arguments and made a very thoro examina- 
tion of the nature and effects of different methods of 
graduation. They recommended a scale of rates con- 


7. Commonwealth Year Book, No. 9, 1916, pp. 725-726. 

8. From 1915 to 1921 rates were progressively raised by means of a 
super-tax. In 1922 there was a slight reduction of the super-tax, which 
now stands at 53.5 per cent of the original rates. The maximum rate is 
now 7s. 8d. in the pound. It is applicable to incomes of £7,600 and over 
from personal exertion, and £6,500 from property. 

9. Economic Journal, vol. xxix, p. 152. 
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forming to a straight line on a graph, starting at 5 pence 
on the first taxable pound and increasing regularly, so 
that the average rate of tax on the income shall progress 
by .005d. for each additional pound of taxable income 
or one half-penny for every additional £100. The pro- 
gression would cease at an income to be determined 
upon from time to time. While not conforming exactly 
to the law of diminishing utility of income (a graph of 
such is not a straight line), this system of graduation 
has great advantages over the existing method. Its 
simplicity can be increased by circulating with the forms 
of return an explanatory statement of rates, including 
the simple arithmetic rule for calculation of the average. 
It is readily adaptable to treasury needs and it affords a 
rough measure of real ability to pay. Its great defect is 
its rigidity, imposing a very heavy burden upon the 
higher incomes up to the point at which progression 
ceases. Usually there is a definite reduction in the rate 
of progression on higher incomes, but under this scheme 
the rate of progression is uniform up to a certain point, 
at which proportional rates are fixed. But the correct 
measure of ability to pay by a progressive income tax 
has long been recognized as difficult, if not impossible, 
to determine, while its application gives rise to serious 
inconvenience to the taxpayer. It is unfortunate that 
the Government has not given more serious attention 
to the adoption of this simple, tho less theoretically cor- 
rect, system of graduation. The original formula, 
which is quite unintelligible to the mass of taxpayers, 
remains in force. 


IX. MiscetLaAneous Topics 


The Commission made a very thoro examination of 
the Income-Tax Act and the departmental regulations. 
Many matters of detail are of purely local concern but 
there are a number of wider interest. 
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(1) First, the Commission, with one dissentient, 
favored the taxation of incomes of Australian residents 
derived from abroad. This naturally adds to the bur- 
dens of double taxation, but it is in keeping with the 
drift of opinion upon the problem. The taxation of 
residents may be the most satisfactory solution ulti- 
mately, as was suggested by the experts appointed by 
the League of Nations to consider the problem, but is a 
dangerous principle for Australia to advocate. A debtor 
country would have much to lose by such a proposal, 
and Australia taxes all incomes earned in Australia, 
even the incomes of visiting cricketers. 

(2) In the treatment of codperative societies the Com- 
missioners took the same view as the British Commission. 
The undistributed profits of a codperative society are to 
be treated in the same way as those of a company, but a 
member of a recognized coéperative society trading only 
with its own members is not required to include in his 
assessable income any rebate received from the society. 
Witnesses urged that the undistributed profits of such 
societies should be exempt from taxation, and that the 
proportion of the profits of other societies that are de- 
rived from trading among members should be similarly 
treated. To this the Commission replied with the Brit- 
ish Commission that a true trading profit does arise 
from the transactions of a codperative society with its 
members as well as with non-members. 

(3) On the profits of public authorities the converse 
view was taken. It was contended that local authorities 
could be regarded as “‘exercising a delegated power 
which in a less developed community would or could be 
exercised directly by the State,” and that their profits 
cannot be used otherwise than within the powers (and 
they are limited in Australia) delegated to them. Gen- 
erally the question of competition with private enter- 
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prise does not arise with regard to the activities of 
municipal bodies, and there can be little objection to 
the conclusion reached on these grounds. Advocates of 
decentralization will welcome the maintenance of this 
concession to municipal authorities. 

(4) In the treatment of bonus shares the Commission 
was urged to reverse the practice of including them in 
assessable income. The arguments advanced were: 
(a) before their issue bonus shares are converted into 
capital by the decision of the company, and capital is 
not a proper object of taxation under an income tax; 
(b) the undistributed profits from which bonus shares 
arise have already been taxed; and (c) the issue of such 
shares does not increase the recipients’ taxable capacity. 
The Commission, with two dissentients, agreed with 
these objections and recommended that bonus shares 
be not liable to income tax in the hands of the recipients. 
The minority upheld the practice of the department, 
provided that an adjustment is made “allowing to the 
shareholders the amount of tax already paid by the 
company on the profits.”’ Bonus shares would be treated 
in exactly the same way as cash distributions, which 
may, like bonus shares, be turned into capital in the 
hands of the shareholder. This does not prevent the 
taxation of cash dividends, and there is no reason for 
differential treatment of bonus shares. 

(5) Among the many other problems that were re- 
viewed, the most interesting are those connected with 
deductions, upon which a final note may be added. 
Section 18 of the Income-Tax Act specifies the allow- 
able deductions, and many more were urged by wit- 
nesses. The Commission upheld the generous terms of 
this section and recommended a few additional conces- 
sions. Thus ‘Losses and Outgoings” allowed should 
be extended to include such costs as legal expenses in- 
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curred in protecting the income, expenses of removing 
the business from one place to another, and subscrip- 
tions to trade associations. The deduction for life insur- 
ance premiums of £50 was upheld. There are sufficient 
grounds for differential treatment of this form of saving; 
further, it was estimated that two thirds of the exemp- 
tions granted under this provision were for incomes be- 
low £400. The maximum deduction was left at £50, 
despite the great fall in the value of money and the 
necessity of increasing premiums to provide adequate 
“cover.” With regard to wasting assets it was urged 
that there should be allowed a deduction from assess- 
able income of the provision made ‘‘for the amortization 
of the capital value of an asset that wastes in the pro- 
duction of income.” Income-producing assets, other 
than live stock, may be divided into three groups: (a) 
material assets manufactured or constructed, such as 
buildings and machinery; (b) material assets consisting 
of natural resources; and (c) immaterial assets, such as 
interest in a lease, patent rights, etc. Under the act 
provision is made for wastage under (a), and under (6) 
to the extent of mining properties only. The Commis- 
sion considers that a deduction should be allowed for 
“‘the sinking fund necessary to amortize the capital cost 
of immaterial assets the interests in which subsist for a 
term of years.”’ 

These and many other provisions increase the com- 
plexity of the income tax, but the steadily improving 
administration renders this possible. Considering the 
great geographical difficulties of administration and the 
independent character of the people, the administration 
of the income tax in Australia is an achievement of some 
merit. Doubtless many taxpayers find the Department 
very exacting, but on the whole its efforts to administer 
the law rigorously are to be commended. It is unfor- 
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tunate that income tax is now taken away from the 
Federal Taxation Department, but the example should 
not be altogether lost upon the state authorities. In 
both scope and administration the Australian income 
tax has a high place among the income taxes of the 
world, and the conclusions of the Royal Commission, 
with a few exceptions, can only improve this position. 


D. B. Copianp. 


Tae UNIVERSITY OF TASMANIA, 
Hopart, TASMANIA. 











LABOR COSTS IN THE UNITED STATES 
COMPARED WITH COSTS ELSEWHERE 


SUMMARY 


The comparison is of labor costs in the sense of quantity of labor per 
unit of output. — I. Coal in the United States and other countries, 98. 
— II. The United States and Great Britain: iron and steel; other ar- 
ticles, 102. — III. Window-glass in the United States, Belgium, and 
Sweden, 107. —IV. Cotton goods in the United States and Japan, 111. 


In the following pages I present certain data on dif- 
ferences in labor costs for selected commodities in dif- 
ferent countries. The figures have been collected from 
scattered sources; they are the fruit not of systematic 
search, but of utilization from time to time of material 
that happened to come under my observation. They 
are presented here in the hope that others who have 
made similar observations may be able to enlarge the 
collection and add to its significance. 

Figures of this kind bear, among other things, on the 
principle of comparative advantage or comparative 
costs, which bulks so large in the problems of interna- 
tional trade. When we speak of comparative costs in 
relation to international trade, we mean of course labor 
costs in the Ricardian sense. We mean quantities of 
labor, not money costs or expenses of production. And 
we measure costs in their relation to a physical product 
— to tons of iron or yards of cloth or bushels of wheat. 
The comparison is between the physical product which 
a given amount of labor, measured by units of time, will 
yield in the United States, say, and in England, or Ger- 
many, or Japan. 

Exact information on labor costs in this sense is far 
from easy to get. The data on costs which are most 
abundant are quite unserviceable. They are account- 
96 
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ant’s figures; that is, figures on money costs, expenses 
of production, supply prices. The principle of compara- 
tive advantage or comparative costs, however, has re- 
gard, let me repeat, to the quantities of Jabor needed for 
a given physical output. Labor cost in this sense is a 
matter of no concern at all to the accountant, and or- 
dinarily of equally small concern in the business man’s 
reckoning of profit and loss. It is ‘labor cost”’ in quite 
a different sense from that which is sought in business 
figuring. What the business man and his accountants 
figure out as “labor cost”’ would be better described for 
most purposes of the economist by such a term as 
“wages expense’? — the amount of money paid out in 
wages for a given quantity of product. 

The labor costs of the accountant and business man, 
— the wages expenses — it is true, might possibly be 
converted into labor costs of the kind here to be con- 
sidered. They could be so converted by reckoning also 
the money rates of wages per hour or per day. When 
these money rates of wages are known, the conversion 
would seem to be no troublesome matter. Yet, in fact, 
it is troublesome. The instances are rare in which the 
two sets of figures needed — wages expenses per unit of 
product on the one hand, wages paid per unit (hour or 
day) of labor on the other hand — are both available 
for a given product. Even when thus available, the data 
involve inference, and may call for qualification and ex- 
planation. They are, after all, indirect, not direct, and 
are less conclusive than observations or measurements 
which have in view an immediate comparison of the 
quantities of labor exerted for a given output. At all 
events, whether likely to be satisfactory or not, evidence 
of this indirect sort is not forthcoming. 

I proceed to adduce some data of the direct sort 
which have come to my attention. 
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I 


The Bureau of Mines of the United States Depart- 
ment of the Interior has been engaged for many years 
in an endeavor to diminish accidents in coal mines. 
Our country has had a disgraceful position in this re- 
gard, standing lowest among all the advanced countries 
in its record of accidents and fatalities. The Bureau of 
Mines, in trying to impress on coal producers and on the 
public the large proportion of fatalities both to men em- 
ployed and to tonnage mined, has brought together 
figures of both kinds for various countries; that is, 
figures of tonnage and also of numbers engaged in min- 
ing. It has thus enabled a comparison to be made of 
the relation between man power and physical output, of 
tons produced per year for each man employed. Figures 
are available showing how many tons of coal were 
brought to the pit’s mouth for each miner, and also how 
many tons for each worker of every kind (not only the 
underground men, but all employed about the mines). 
I give the figures for selected years. 
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1911 1914 1918 
Per Per Per Per Per Per 

under- | worker | under- | worker | under- | worker 

ground jof every] ground jof every| ground jof every 

worker| kind | worker| kind | worker; kind 
United States ............ 819 | 681] 803); 673 | 1134]; 890 
Great Britain ............ 371 | 300] 341) 275] 337) 265 
ES rieausiacaksawaned 381} 285] 389] 284 
ES eee 244] 176; 200; 143; 207; 138 
EEE Spree 300 |. 216 
Nova Scotia ............. 555 536 460 
New South Wales ........ 560 589 605 
| eee comaanie 127 128 126 























The effectiveness of labor in the United States is 
greater than in any other country. It is more than 
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double that of Great Britain or of pre-war Prussia, at 
least thrice that of Belgium, five times as great as that 
of British India. It is markedly greater than that of the 
nearest rivals, New South Wales and Nova Scotia. 

The contrast would have been still greater had ac- 
count been taken in the United States of bituminous 
coal alone; and it is this which would afford the better 
basis of comparison with other countries. The following 
figures show the annual product per year in the United 
States (all workers included) for the two kinds of coal 
over a series of years: 


Coal of 
Bituminous Anthracite both kinds 
to to: ns 


ns ns to 
per head per head per head 
1914 724 505 673 
1915 794 504 724 
1916 896 548 818 
1917 915 646 860 
1918 942 672 890 


Taking the year 1914 as representative, it appears that 
in the United States there were produced for each 
worker 724 tons of bituminous coal; while in other 
countries, where all the coal is such as would be classed 
in the United States as bituminous, the annual output 
per worker is for New South Wales 589, for Prussia 
284, for Great Britain 275, for Belgium 143. 

Similar in character is a comparison made by a well- 
known German economist! for another bulky and 
homogeneous commodity, — brick. The regions com- 
pared were Germany and the United States; and for 
the United States, the State of New York separately, 
and the country at large as well. In the United States, 
for the year 1905, the output of bricks per person em- 
ployed was 141,000; for the State of New York alone, 
the output was 180,000. In Germany, for 1904, the out- 


1. K. Ballod in the Jahrbuch fiir Gesetzgebung, 1910, p. 294. 
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put per head was only 40,000. The German brick, how- 
ever, is larger than the American in the proportion of 3 
to 2; making allowance for this difference, the German 
output, for comparison with the American, may be 
reckoned at 60,000. The discrepancy in favor of the 
United States remains very great. The effectiveness of 
American labor in brickmaking, for the country at large, 
is over twice as great; and for the State of New York 
alone it is thrice that of German labor.’ 

Coal and brick belong in the class of domestic com- 
modities. So great is their cost of transportation that 
in the main they do not come within the domain of in- 
ternational trade. True, this is less unreservedly the 
case with coal than with brick. Coal moves over greater 
distances, and sometimes moves from country to coun- 
try. England exports much coal, partly because the 
mines are near tidewater, and partly because freight 
rates are specially low on outward-bound shipping. 
From Germany coal moves across the border to nearby 
regions of the Continent. In the main, nevertheless, 
both commodities belong in the domestic class. Hence 
the advantage which the United States has in producing 
them shows its consequences rather within the country 
than in its exchanges with other countries. Tho the 
money rates of wages were in the United States double 
those in Germany (I speak of the pre-war period), the 
effectiveness of American labor in brickmaking was 
more than double; bricks might therefore be expected 
to be cheaper, at the works or nearby, than in Germany. 

2. I cite a further bit of evidence on this same commodity. “I was in 
a brickyard at Singapore, where I calculated the product of the men. 
Their rate of pay was 35 cents per day in our money. I happened to 
have in my pocket a very accurate cost statement of a brickmaking 
company in one of our Eastern cities, signed by its president, and when 
the superintendent of the Singapore yard and I figured his labor (i. e., 


wages expense) together, they were precisely the same.”’ W. C. Red- 
field, The New Industrial Day, p. 121. 
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So as regards coal. Money wages were higher in the 
United States than in England and in Germany; they 
were a little higher in England than in Germany, but 
the difference was not great enough to affect materially 
a comparison between the United States and the other 
two. The effectiveness of labor in coal-mining was 
greater in the United States than in either of them, and 
more so than in proportion to the money rates of wages. 
That is, coal would be expected to be cheaper in the 
United States (at the pit’s mouth or nearby). 

In both commodities the United States seems to have 
a comparative advantage, which, however, is prevented 
from having an effect in international trade by the high 
cost of transportation. The American coal mines, un- 
like those of England and Germany, are situated far 
from the border and far from tidewater. Only as regards 
Canada is there a possibility of transportation across 
the political border; and as regards Canada, it may be 
remarked, the trade of the United States has the char- 
acteristics of domestic rather than of international 
trade. Were it not for the inhibition arising from cost 
of transportation, — but for the fact that brick and coal 
cannot be carried across land and ocean as, for example, 
cotton can be, — we should expect coal to move from 
the United States to Great Britain, and both coal and 
brick to Germany. 

Dr. Ballod makes a comparison * for another com- 
modity which is chiefly domestic — even tho, like coal, 
it passes occasionally into the international field. In 
breweries, he finds that in Germany there were turned 
out, in 1907, 614 hectolirtes of beer per workman; in the 
United States (1900) very nearly 1000 hectolirtes per 
workman. The physical output is thus as 2 to 3. I 
I would not undertake a judgment on the delicate ques- 
3. I. K. Ballod, op. cit., p. 283. 
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tion of the allowance to be made for a difference in 
quality between the American and the German bever- 
age. Merely on the basis of quantity, it would seem 
that Germany has a comparative advantage in beer 
over brick and coal; that is, she has, in the phraseology 
better adapted to this sort of situation on her part, an 
inferior disadvantage. The productivity of her labor is 
less than that in the United States for both groups of 
commodities, — beer on the one hand, coal and brick on 
the other, — but the disadvantage is less marked in the 
first-named group. Perhaps, in the land of Gambrinus, 
a better quality of the product makes the German dis- 
advantage even smaller, the comparative advantage 
more marked. 


I 


Between the United States and Great Britain (that 
is, the United Kingdom) some most interesting com- 
parisons of wide sweep have been worked out by Mr. 
A. W. Flux. That able economist and statistician has 
used for the purpose the census returns of production 
for the year 1907 in Great Britain (the first returns of 
the kind gathered in that country) and those for the 
year 1909 in the United States. Here, as with the coal 
figures, what concerns us is the product per man for 
each several commodity in the two countries; the total 
physical output in each of the selected industries being 
divided by the total number of men employed. Simple 
tho this may seem, it is by no means easy to arrive at 
usable results. In order to render the figures for the two 
countries comparable, it was necessary to make sure 
that the demarcation of each industry was the same in 
both — that there was no divergence of classification 
and scope. Allowance had further to be made for the 
difference of two years between the census dates (1907 
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and 1909) and for differences in the activity of trade and 
industry which might affect the output. The last- 
named factor was most carefully considered by Mr. 
Flux, but, as it happened, proved not to be of much 
moment. More important was the need of confining the 
comparisons to industries turning out the same homo- 
geneous product in both countries. Differences in qual- 
ity might obviously vitiate comparisons. Mass products, 
the same the world over, turned out in such large 
amounts that the census authorities can scan them with 
ease, and that minor errors are likely to offset each other 
— these offer the best possibilities for such inquiries; 
and it is for these that Mr. Flux worked out the com- 
parisons.‘ 

First, pig iron. The output per person employed at 
blast furnaces and steel works was 39 tons in Great 
Britain in 1907; it was 84.5 tons per person employed 
in the United States in 1909. That is, for each person 
employed the output was more than twice as great in 
the United States.’ For steel the difference was even 
greater. The output per head was 25 tons in Great 
Britain, 77 tons in the United States; nor was the dif- 
ference any more to be explained in this case than in 

4, Mr. Flux put his results at my disposal in manuscript form many 
years ago (before the World War), but was unwilling to publish them, 
tho urged to do so. He has most kindly permitted me to. use them here. 
Some among them he has used in his paper on the Census of Production 
in the Journal of the Royal Statistical Society for May 1924, p. 363. In 
that paper he has also made most interesting comparisons between the 


pecuniary yield per workman in various British and American indus- 
tries, and between the wages rates in the two countries. 


5. These figures refer to manufacturing operations in the strict sense 
—to those included in accountants’ reckoning of “conversion cost.” 
They stand for labor costs above ore, coal, limestone. The comparisons 
were by no means easy to work out; because the census practice in the 
United States is to report blast furnaces separately, whereas in Great 
Britain they are aggregated with steel works and rolling mills. Mr. Flux 
has most kindly aided me by putting at my disposal the adjusted figures 
given in the text. 
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that of pig iron on the ground of discrepancy in the 
character of the article (heavy steel, say, against more 
finished forms). 

Some further figures on the steel industry of the two 
countries are noteworthy. They relate to the operations 
of blast furnaces, steel works, and rolling mills. The 
tonnage figures are compared on the basis of the total 
for crude products, that is, for pig iron and crude steel 
and rolled (or otherwise manipulated) iron; with deduc- 
tion for the amount of pig iron used in making the other 
products. They are stated in proportions, showing 
merely relations between conditions in the two countries. 


Proportion of 
United to Great 
States Britain 
Total tommage .........0.00. 24 1 
Numbers of workers ......... 7 6 
Horsepower per worker ...... 103 54 


Tho the number of workers in the United States is not 
markedly greater than in Great Britain, the tonnage 
produced is more than twice as great. But the equip- 
ment of the workers, as indicated by the horsepower of 
the machinery employed, is twice as great. No doubt, 
in a strictly accurate economic accounting, the machin- 
ery employed should also be reckoned in terms of labor. 
That is, there should be reckoned, in addition to the 
labor currently applied by the workers of the year, some 
part of the labor given in previous years to making the 
machinery — that proportion of the previous labor which 
corresponds to the depreciation of the machinery during 
the one year. Thus revised, the figures would show not 
quite so great a superiority in effectiveness for the 
United States. A marked superiority none the less 
would remain. And the explanation of that superiority, 
it is to be observed, lies in the very fact that more 
horsepower, more machinery, was used. In the lan- 
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guage of everyday life, it was the greater use of power 
and machinery that most contributed to making Ameri- 
can labor effective and productive. In the language of 
economic theory, it was the use of previous or ancillary 
labor, given to making the machines, which — com- 
bined with the necessary waiting— served toward 
making all the labor more effective. 

The reader will bear in mind that we are concerned 
solely with the fact of differences in physical output. 
The causes of the differences are another matter. But 
certain other figures, which have at least a possible 
bearing on the causes (the explanation) of the differ- 
ences, may be of interest. It appeared that, for each 
ton of pig iron produced, there were used in Great Brit- 
ain 2.48 tons of ore and cinder (limestone); in the 
United States, 1.96 tons. In this regard, the effective- 
ness of labor was somewhat greater in the United States, 
tho not strikingly greater. The advantage was pre- 
sumably due to a simple physical cause — the greater 
richness of the American ore — and not to any human 
cause, such as greater use of power and machinery, or 
more effective exertions by the workmen. As regards 
consumption of coal, there was a similar difference. For 
each ton of pig iron, 2.09 tons of coal were used in Great 
Britain, 1.74 in the United States. Here also the main 
explanation is probably to be found in the better quality 
of the American coal used in the blast furnaces. I know 
of no evidence to indicate that there was better handling 
or utilization of the coal. In the main, the final differ- 
ence in outcome for iron and steel must be ascribed, not 
to physical causes, but to human causes, among which 
the outstanding one seems to be the greater use of 
power and machinery. 

A difference equally striking appeared in the case of 
tin-plate. The total weight of tin-plate produced was 
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approximately the same in the two countries: 529,000 
tons in Great Britain, 587,000 tons in the United States. 
The number of persons employed was, however, vastly 
greater in Great Britain: 20,628, against only 5846 in 
the United States. In terms of physical output per per- 
son employed, the figures were 25.6 tons per head in 
Great Britain and 100.4 tons per head in the United 
States. As Mr. Flux remarks, “while the quality of 
goods was not necessarily equal, the divergence in the 
net output [in terms of money] ° appears to be related 
rather to the volume of output than to the price ob- 
tained per unit of quantity.” 

Another industry is that of cement-making — a 
heavy-product industry, turning out mass quantities 
readily comparable. In the United Kingdom Mr. Flux 
found the output per worker employed to be 194 tons 
for the year (1907). In the United States it was (1909) 
395 tons. In round numbers, the American worker 
turned out twice as much cement as the British. 

In sugar-refining, the number of tons refined per year 
was 87 in Great Britain, somewhere between 150 and 
180 tons in the United States. The figure for the United 
States was somewhat uncertain because the statistics 
did not make it clear that all the American sugar con- 
sumed went through the refineries; some fraction cer- 
tainly did not; the maximum figure (180 tons) was com- 
puted on the supposition that the whole supply was 
refined. Even after making all allowances and taking 
the lowest possible figure (150), the contrast with the 
British figure (87 tons) was marked. In flour-milling 
the contrast, even tho less great, was also marked. The 
output in Great Britain was 153 million cwt., against 
429 million in the United States; the number of persons 
employed was 36,177, against 66,054. This works out 


6. The price obtained (average value) was £14 per ton in Great, Brit- 
ain, £11 per ton in the United States. 
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in round numbers 4250 ewt. per head in Great Britain, 
compared with 6500 per head in the United States. 
And here too the figures of horsepower in the industry 
point to human factors as the more important among 
the causes of the difference. The horsepower per em- 
ployee in the flour-mills of Great Britain was 5, in the 
United States 13. Capital, plant, machinery, played a 
larger part in the United States. 

In other industries, where direct statements of phys- 
ical output were not available, it was none the less pos- 
sible to arrive at similar comparisons. This was the case 
where the output in terms of prices (stated values) was 
known, and where it was also known that the prices and 
qualities of the products were virtually the same. In 
butter, for example, the net output in Great Britain was 
£125 per head, in the United States £242 per head. 
Differences in price for the article between the two coun- 
tries were negligible. It follows that physical output was 
in the ratio of the value output, that is, nearly 1 to 2.’ 
In the case of ice ( “artificial” ice), on the other hand, 
no sensible difference between the two countries ap- 
peared. The physical output was 490 tons (of 2240 
pounds) per head in Great Britain, 600 tons (of 2000 
pounds) in the United States; the ratio being 11 to 12. 


III 


For another commodity, window-glass, comparisons 
of the same sort can be made; in this case for the United 
States, Belgium, and Sweden.* The figures were put 


7. I have not used Mr. Flux’s figures on leather gloves (p. 364 of his 
paper in the Statistical Society Journal), altho they are given in terms of 
physical quantities, i.e., dozens of gloves. In this case differences of 
quality between the British and the American article are so great as to 
vitiate comparisons of physical quantities. 

8. These figures were brought to my attention by Mr. Bertil G. Ohlin, 
who was a student in the Graduate School of Harvard University in 
1922-23. My inability to use Swedish would havé made them quite un- 
available but for Mr. Ohlin’s kind services. 
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together by the Tariff Commission of Sweden; they 
were computed as part of an investigation of the relation 
between costs of production (in the business sense) in 
Sweden and in the important competing countries. 
They are of special interest because for the United 
States they give two sets of data, one for the hand- 
blown glass, the other for the glass made by machine. 
The industry in the United States has been revolu- 
tionized in recent times by the invention and successful 
operation of elaborate machinery.’ The new process for 
making window-glass—one further phase in the conquer- 
ing march of the machine — has largely displaced in 
this country the glass-blower, who dominated in the 
handicraft stage of the industry. During the great war, 
as it happened, there was a pause in this process of 
displacement. Various neutral countries turned to the 
United States for supplies, since Belgium (which had 
been the most important country of export) was in 
chains. Consequently the American hand factories of 
the older type, and the glass-blowers working in them, 
experienced for some years a revival of activity and 
prosperity. This was no more than a temporary inter- 
ruption of the main trend of development; the machine 
process was triumphing in the United States, and indeed 
seems destined to rule soon in other countries also. 
During the stage of transition, prolonged in the United 
States by the war conditions, machine and handicraft 
processes were applied side by side. Hence compari- 
sons were made by the Swedish investigators not only 


9. On this striking industrial overturn, see an excellent publication of 
the United States Department of Commerce, Miscellaneous Series No. 
60 (1917): The Glass Industry, Report on the Cost of Production of 
Glass in the United States. 

The machines referred to in the text are blowing devices: an intricate 
apparatus for doing with compressed air what the hand-blower does with 
his lungs. 
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between the European countries and the United States, 
but between the two methods of production in the latter 
country alone. 

The figures follow. They give the output per head, 
in terms of square meters. 


Winpow-Guiass Output 
(Sq. meters per head) 


Year Month Day 
| ST re oe 2890 260 10 
WNTEEED 6.5 6 cntecccxuceens 3400 310 11 
United States (handblown, 1915) .. 2800 400 16 
United States (machine, 1915) .... 5250 650 21 


In considering the figures, regard must be had to dif- 
ferences in working arrangements. The season in the 
United States is but seven months in the hand factories, 
eight months in the machine factories; during the hot 
summer months the works are shut down. In Sweden 
and Belgium the operations run through ten to eleven 
months, and in Belgium work goes on through the Sun- 
days. Apparent discrepancies between the figures for 
year, month, and day are thus accounted for. 

It appears that, for the hand factories, there are no 
marked differences in the annual output per head for the 
three countries. Per day, the effectiveness of labor is 
greater in the United States (16 as against 11 in Bel- 
gium and 10 in Sweden); but for the year, the United 
States ranks lowest. Belgium ranks highest for the year, 
but this is the result mainly of prolongation of labor 
through a larger portion of the year. 

When, however, comparison is made between the ma- 
chine factories of the United States and the hand fac- 
tories in all three countries, the case is quite different. 
The superiority of the United Statesis great. The output 
per day is over twice as large for each workman in the 
United States as in the two other countries. Per year 
the difference is not quite so large, because of the smaller 
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number of operating days. The machine processes, 
however, are carried on in the United States over a 
larger number of days than are the hand processes in 
that country; hence, while the superiority of the machine 
is not so marked in the American output per day (21 to 
16), it becomes so as regards the annual output (5250 
against 2800). Any one who has seen both processes 
at work, as I have done, will readily understand that the 
machine operator can keep at his task through more 
days and through hotter days than can the hand-blower. 

It is instructive to contrast these figures of labor cost 
— that is, of labor bestowed — with cost figures of the 
ordinary sort. The same investigation on window-glass 
brought together the expenses of production, or money 
costs, in the three countries, and also stated separately 
the wages expenses. 

Winvow-Giass 
Money costs of production per box of 100 sq. ft. 























Hand-blown Machine- 
blown 
Belgium | Sweden United United 
8 8 
ea a 
cents cents cents cents 
Raw material ................ 19.6 43.9 32.7 29.7 
Fuel and power .............. 53.3 | 103.4 31.6 26.3 
PE i cs edecssaienkucned 30.0 13.0 27.1 22.2 
BY aie baiaeid én daekennepeend 105.6 97.8 222.2 134.5 
Miscellaneous expenses ....... 32.2 45.0 55.2 63.8 
WE Sess rosa chee taaxs $2.41 $3.03 $3.69 $2.77 














It will be seen that money cost is much higher in the 
United States for the hand factories. But when the 
American 1.achine product is compared with the hand 
product of Belgium and Sweden, the money cost is about 
the same, — indeed, a little lower than in Sweden. The 
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main item is the wages expense. For the hand factories, 
this item is more than twice as high in the United States. 
The money rate of wages for the workmen, and espe- 
cially for the blowers, is higher, in accord with the higher 
pecuniary standards prevailing in American industry at 
large; the effectiveness of the labor is no greater; the 
wages expense per unit of product is therefore higher. In 
the machine factories, the money rate of wages is no less 
high; but the effectiveness of the labor which operates 
the machines is greater; therefore the wages cost per 
unit, while somewhat higher than in Belgium and Swe- 
den, is by no means higher to the same degree as under 
the hand process. For both processes, the United States 
has lower money costs for fuel and power, a natural con- 
comitant of the effectiveness of its labor in producing 
coal (as shown in the preceding pages). In sum, the 
United States has lower labor cost in producing window- 
glass by the machine process, but no advantage at all in 
producing by the hand process. 


IV 


For Japan and the United States I am able to cite 
data in which again money cost can be contrasted with 
labor cost, or at least with indicia of labor cost. The 
United States Tariff Commission caused inquiries to be 
made in 1921 on competition between the United States 
and Japan.! Among the industries examined was the 
cotton manufacture; and in that industry, attention 
was given to staple products — yarns and plain woven 
goods — of such character that comparisons could 
readily be made between conditions of production in the 
two countries. It should be remarked, however, that the 


1. The Japanese Cotton Industry and Trade; Report by the United 
States Tariff Commission, 1921. The date for which the information is 
given is 1920. The passages on which the statements in the text are 
based are at pp. 100, 114-117. 
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homogeneity is by no means complete. Japanese yarn, 
for example, even tho it be of the same count, is not the 
same thing as American yarn: it is inferior in quality. 
The inferiority, as it happens, is not a handicap to the 
Japanese yarn in China, the chief market to which it is 
exported; but it would much affect the sale if exports 
were attempted to the United States or to a European 
country. The same sort of inferiority appears in the 
woven cloths. This difference in quality serves to ren- 
der even more striking the comparisons which follow, 
since these make no allowance for the poorer quality of 
the Japanese product. 

The outstanding fact is that the output per laborer 
employed is four times as great in the United States as 
in Japan. The output of yarn (number 20, that is, me- 
dium yarn) per spinner is 104 pounds per day in Japan, 
414 per day in the United States. The output per 
weaver is 145 yards daily in Japan; it is 450 yards per 
day in the United States on plain looms, 1100 yards on 
automatic looms. Plain looms in the United States are 
obsolescent. Only older mills still use them for fabrics 
of the kind selected for this comparison; the automatic 
loom is the representative apparatus. Both for spinning 
and weaving, some qualification needs to be attached to 
the comparisons. The American spinner has the aid of 
a doffer boy or girl; the American weaver on automatic 
looms has the aid of a similar attendant, who supplies 
fresh bobbins. But the inclusion of this additional 
American labor would affect the final figure but little. 
Nor would it be much affected by the inclusion of still 
another item, namely, the higher capital cost of the 
automatic loom. I-have already indicated in what 
way this circumstance should be taken into account; 
it can be of but slight effect on the total of labor 
involved per unit of output. 
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The same contrast appears, and no less strikingly, 
when it is presented in the inverse way. We may ask 
what is the number of workmen employed per unit of 
machinery; thus envisaging not the number of units 
produced per workman, but the number of workmen per 
unit of product. ‘‘A Japanese cotton mill requires ap- 
proximately four times as many employees for the same 
amount of machinery as does a similar American mill. 

On a standard count of yarn the average Jap- 
anese spinner tends about 240 spindles, while spinners 
in an American mill, with some assistance from a doffer, 
tend at least 1000 spindles and frequently more. Simi- 
larly, in weaving staple cotton sheetings, the Japanese 
weaver seldom operates more than two plain looms, 
while the American weaver, with perhaps some assist- 
ance in supplying fresh bobbins, normally tends from 
eight to ten plain looms, and on looms equipped with 
automatic filling batteries, 20 looms per weaver is nor- 
mal, and 24 or 26 is not uncommon.” Of course the pro- 
duct for a given outfit of machinery is not necessarily 
the same in the two countries. What difference there is, 
however, would be in favor of the American mill; its 
machinery, we may safely assume, runs faster and more 
continuously, turns out more per hour and per day, than 
the Japanese. Not only as regards the specific opera- 
tions of spinning and weaving, but for all the mill labor 
and for the mill product in its completed form, the phys- 
ical product would doubtless be found at least four 
times as great in the American mill. 

The figures on money cost — accountant’s cost — for 
the two countries reflect the same situation and sub- 
stantiate the conclusions. Money wages in Japan are 
much lower. Japanese weavers, for example, get one 
fifth to one sixth of what American weavers get. But so 
much greater is the effectiveness of labor and capital in 
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the United States that the weaving cost (money ex- 
pense) per yard of cloth is three eighths of a cent (0.375) 
in a Japanese mill and but one fourth of a cent (0.270) 
in an American mill working with automatic looms. In 
spinning, with the same differences in money wages, the 
manufacturing (“conversion”) cost of a pound of num- 
ber 20 yarn was 8.7 cents in Japan, 11.2 cents in the 
United States. The final figure in this case is higher for 
the United States, wages being lower in Japan more than 
in proportion to the lower effectiveness of labor. If ac- 
count were taken of the poorer quality of Japanese yarn, 
the effective money price — the competitive position in 
the market — would be the same for the two products. 

I am not here concerned, however, with the applica- 
tion or implications of the material presented in the pre- 
ceding pages. To consider the competitive positions of 
the different countries in making or marketing the sev- 
eral commodities, or the significance of the figures as 
regards the prosperity of the countries or their national 
dividends or their money incomes and prices — any- 
thing of this kind would reach into very complex prob- 
lems of economics. The present paper merely directs 
attention to the simple fact that there are marked dif- 
ferences in labor cost. Further data of the same sort 
would, I am sure, be of value in many directions; and I 
hope they will be forthcoming. 


F. W. Taussia. 
Harvarp UNIVERSITY. 
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REVIEWS 


PATTEN’S ESSAYS IN ECONOMIC THEORY! 


Proressor PatTen’s favorite method of publication was 
the essay. In the never-ceasing stream of periodical litera- 
ture the most noteworthy essay soon passes out of sight; but 
Dr. Tugwell has salvaged for us twenty-three representative 
specimens of Patten’s output. Their appearance within the 
covers of an attractively bound volume gives occasion for 
pondering again some of his peculiar speculations and judg- 
ments and, for a time at least, will widen the circle of his 
readers. How lasting will be the impression made by his 
writings, is another question. Patten possessed no unusual 
art to make unusual thought appear clear and acceptable. 
Those who have never experienced the direct impact of his 
personality may indeed be puzzled by the great admiration in 
which he is held. Professor Seager in his introduction to this 
volume calls him “the most original and suggestive economist 
that America has yet produced.” But the skeptic may ask, 
What has he contributed to our understanding of the world? 
Pretty regularly he has received the tribute of being “sug- 
gestive,’’ but we are not told precisely which suggestions have 
led to definite increments of knowledge. The very terms in 
which he is praised imply that he started problems without 
solving them. That indeed would be high praise if others had 
found his problems fruitful. But Patten made few converts 
to any of his original ideas, and the mental reactions of those 
who disagree are not easily traced. 

His greatest influence was among those who came into per- 


1. Essays in Economic Theory, by Simon Nelson Patten. Edited by 
Rexford G. Tugwell, with an Introduction by Henry R. Seager. New 
York, Alfred A. Knopf, 1924. 
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sonal contact with him — friends, colleagues, and students. 
He was an incomparable teacher. The present reviewer can 
testify from his own experience to the remarkable intensity, 
persistence, and freedom of discussion in Patten’s graduate 
classes. It was impossible to take Patten’s ideas on faith. 
But no instructor was ever less dogmatic in manner, less ex- 
pectant of uncritical acceptance of his own views. He made 
one realize that victory or defeat in the battle of ideas was 
not a personal matter. Ideas, whether advanced by teacher 
or student, were there to be tested and not to be sensitive 
about. The only thing that mattered was truth. Agreement 
was sometimes reached after long debate, and often not. But 
as the years ran on and the hours spent in Patten’s class-room 
receded into the past, it became increasingly difficult to ad- 
just one’s thinking to his. He did not retain his hold by means 
of his published work. There was no distinct body of ad- 
herents, no school to disseminate and develop his character- 
istic views. But in spite of all reservations in regard to his 
methods and conclusions, those who have known him will 
always feel that he was a man of true greatness, one who had 
striven greatly and in whom there was no littleness or sham. 

In making up this collection of essays, the editor states 
that it was his aim to exclude “pretty much everything that 
does not bear upon economic theory.’’ None of Patten’s 
later psychological papers are included, altho Patten himself 
regarded psychological foundations as an integral part of the 
economist’s business. His biological and historical specula- 
tions appear only in passing and by implication. By this re- 
striction to the economic writings, the collection gives a 
stronger sense of the continuity of Patten’s thought than can 
be retained if one tries to follow all of his flights into other 
fields. Taken together with the Premises of Political Economy, 
published in 1885, the book presents an almost complete 
record of his work in economics. The absence of the mono- 
graph on the Theory of Consumption may be noted, but most 
of the ideas there set forth can be found in the Theory of Dy- 
namic Economics, which is included, and also in a number of 
other places. 
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The first eight titles in the collection may roughly indicate 
the first period of Patten’s activity as an economist. At that 
time he had not altogether ceased to read the classical econ- 
omists, or at least to discourse on what he had found in them. 
His interest, however, was not in getting a coherent picture of 
the economic system as a whole, which means inevitably 
a formulation of the conditions of equilibrium, a “static 
theory,’ but rather in the possibilities of improvement in the 
life of mankind created by “progress.’”’ He aimed in short at 
a “dynamic theory,” which should demonstrate what hap- 
pens because of a growing surplus. The consideration of how 
increase of surplus is brought about by rationalizing consump- 
tion, and the problems in consumption forced upon us by in- 
crease of productive power, form part of that theory. It is 
very optimistic doctrine and set in strong contrast to the 
pessimistic outlook of the classical school. Patten’s psycho- 
logical assumptions during this period are hedonistic. Two 
of the essays, that on Malthus and Ricardo and that on the 
Interpretation of Ricardo, in seeking to explain these two 
writers by their economic background, foreshadow Patten’s 
preoccupation with the “economic interpretation of history” 
in the second period of his literary career. 

This second period is marked by bold speculations in psy- 
chology, biology, and history. The Theory of Social Forces, 
with its mechanistic hypothesis of human thought and action, 
published in 1896, is followed three years later by an ambi- 
tious attempt at historical interpretation, The Development of 
English Thought. In 1902 appeared the Theory of Prosperity, 
the only predominantly economic work of this period, in 
which, however, there is a significant emphasis on the in- 
fluence of heredity. Heredity and Social Progress, perhaps his 
worst book,? appeared in 1903. Psychologists and biologists, 
it must be admitted, were not much impressed by his efforts 
in their field. Historians gave him some attention, but had 

no difficulty in showing that a very large part of what he pre- 
sented as history was imaginary. Social workers drew inspira- 


2. The worst of those in scientific fields. He also published a collec- 
tion of social ‘‘uplift’”’ songs, Advent Hymns, and a novel, Mud Hollow. 
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tion from The New Basis of Civilization (1907), his most popu- 
lar book. Sociologists probably formed the group of readers 
most interested in his literary output. An amusing aspect of 
the situation is that Patten always protested that he was not 
a sociologist, but an economist in opposition to sociology.* 
It is not easy to indicate essays in the volume under review 
which are characteristic of the second period. Patten’s 
distinctive output at this time, assembled in the books just 
mentioned, lay outside the field of economic theory as most 
of us would conceive it. One essay, however, The Present 
Problems in the Economic Interpretation of History, clearly 
belongs here. 

A third perrod in his career is indicated by a return to the 
problems of his first, or, as many would have expressed it, a 
return to economics. The two essays, The Conflict Theory of 
Distribution and The Political Significance of Recent Economic 
Theories belong here, and also the monograph, The Recon- 
struction of Economic Theory, published in 1912. It is fortu- 
nate that Dr. Tugwell found space for this monograph as well 
as for the one on The Theory of Dynamic Economics, published 
in 1892 and long out of print. He has thus made accessible 
the most comprehensive formulations of Patten’s ideas at two 
different periods, the earlier one that of his greatest achieve- 
ment in economic analysis. The history of economic and 
political thinking since that time, as it appeared to Patten, 
is sketched in the reminiscent passages in the first chapters of 
The Reconstruction of Economic Theory. Being history as only 
Patten could see it, its value is autobiographical. 

Patten’s fourth and last period is that of the war and the 
years following, and is represented by the last five essays in 
the collection. 

The division of Patten’s life into periods is doubtless open 
to objections. There is much overlapping, and, after all, in 
his methods of work and points of view there is never any 

3. A fairly complete summary of Patten’s ideas so far as they would 
interest the sociologist, and as expressed during this period, can be found 
in Squillace, Le dottrine sociologiche, of which there is a good German 


translation. See also Bristol, Social Adaptation. Squillace has prepared 
an Italian translation of The Theory of Social Forces. 
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great change. Throughout his career as an economist his 
mind was on problems of consumption and on change and 
progress. The optimism characteristic of American econom- 
ics generally he carried further than was possible to any other 
thinker of his generation. The age of pain and deficit, “in 
which fear and suffering drive man to his daily tasks,” lies in 
the past, and the age of surplus and pleasure is at hand. Pro- 
ductive forces obey a law of increasing, not of diminishing 
returns. Tho in some matters prophetically sensitive to the 
first signs of change, he was blind to the more disquieting 
movements of the day. It is not till the first decade of this 
century that he gives much notice to class conflict, and then 
to consider it as a theory rather than as a condition. Im- 
perialism and competitive armament are not alluded to in his 
writings until the World War was upon us.* Then, to be sure, 
he attacked the problem in such characteristicady individual 
fashion that it cost him his position. 

To production and consumption Patten attributed greater 
significance for human welfare than to distribution. Of the 
theory of consumption he has been heralded as the prophet. 
Certainly no other economist has given the subject such em- 
phasis. But large returns in this field, which for a time it was 
the fashion to declare the scene of future advance, have not 
been forthcoming. Dr. G. P. Watkins has published a study 
in part devoted to the lines traced by Patten, while Veblen, 
in his Theory of the Leisure Class, kas discussed the subject 
from an entirely different point of view. In general, econo- 
mists have not followed in Patten’s footsteps What is done 
by people in the consumption of wealth is of great significance 
to welfare and the worth of human life, and for suggesting 
and emphasizing this we must be grateful to Patten. But 
what can be said about consumption falls chiefly within such 
fields as dietetics, hygiene, aesthetics, ethics, and generally 
outside the domain in which the economist is competent. In 
passing let us note, as characteristic of Patten’s reflections on 


4. In the Reconstruction of Economic Theory, published two years 
before the outbreak of the war, he refers to the ‘‘steady strides of inter- 
national peace.” (Essays, p. 328.) 
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the subject, the statement in the last essay of the book. “It 
may be estimated that from a given commodity-income there 
may now be obtained thirty per cent more satisfaction than 
was possible twenty years ago.”’ The data for the estimate 
are not presented. 

His views on distribution in their later formulation may be 
found in the two essays and the monograph mentioned above 
as belonging to his third period. In the essays on The Con- 
flict Theory of Distribution, he announces the need of a theory 
to give “increased emphasis to codperation and to reject as 
false, arguments and doctrines that favor discord or empha- 
size class interests.’”’ The older static theory fails in this be- 
cause it divides society into “three groups whose interests 
were opposed.” In America, however, “profit-holders blend 
with the holders of rent and interest and think of themselves 
as a social unit.” The political significance of this blending 
may be granted. The logic of the single tax, for instance, 
makes so little headway because it has no distinct class appeal. 
But does that relieve the scientific analyst of the necessity of 
explaining three separate forms of income? A similar blend- 
ing of interests is being worked out for the laborers. “They 
own houses, they receive special rents from the position of 
local advantage they hold, they enjoy monopolies through 
their trade unions, and they derive great advantage from 
municipal expenditures. . . . Their income is thus not pure 
wages, but a diffused income derived from many sources.” 
But does this do away with the logical need for a theory of 
wages? 

In the essay on The Political Significance of Recent Eco- 
nomic Theories, following his usual procedure of establishing 
a “contrast,” Patten sets his ideas in opposition to Clark’s 
productivity theory. It may be remarked that his antitheses 
are never followed by syntheses. His exposition of the history 
of thought is always Darwinian, never Hegelian. It presup- 
poses the survival-of-the-fittest doctrines and the elimination 
of the others. His theory, as opposed to that of Clark, shows 
“that distribution is effected solely by price movements.” It 
turns out to be “dynamic theory,” treating only of the divi- 
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sion of the social surplus due to progress and defined in this 
essay as “the difference between total values and total cost.” 
The theory should, therefore, be represented as supplement- 
ing static theory, not displacing it, as Patten implies. Granted 
that some of the shares in distribution have a part in the sur- 
plus, does that make it possible to account for each share other 
than in its totality? He quotes from The Theory of Dynamic 
Economics: “Of the factors necessary for production, that 
factor which tends to increase at the slowest rate will reduce 
the shares of the other factors to their lowest limit, will have 
the benefit of all improvements and must bear all permanent 
burdens.” The slowly increasing factors he speaks of as pos- 
sessing monopoly power, a confusing terminology, in the use 
of which unfortunately he does not stand alone among econ- 
omists. He adds to the confusion by calling them “residual 
claimants.’’ They “absorb all the benefits of progress.’’ The 
fortunate shares are monopoly and wages. ‘‘The more pro- 
ductive land is, the lower will be rent.” This astonishing 
statement really means that increase of productivity will 
lower rent — an idea whose persistence in economic literature 
can be traced to the fact that, following the classical econo- 
mists, only agricultural rents are thought of. Through the 
fall in the value of their product, particular lands may, in- 
deed, have their rents lowered. The purchasing power of the 
rents of other lands, however, is thereby increased. A general 
increase in the productivity of labor would increase the dif- 
ferential income known as land rent. As for capital, continues 
Patten, the larger its productive power the less will be the 
rate of interest. Adherents of the productivity theory would 
of course dispute this. In the essay on The Conflict Theory of 
Distribution, interest is traced to a process of valuation sug- 
gesting a time-preference theory; and it may be recalled in 
this connection that as early as January 1889 Patten set forth 
a time-preference theory in the pages of this journal.® 

His statement that general increase of product increases 


5. Béhm-Bawerk’s Positive Theorie appeared in 1888, but the English 
translation did not appear till 1891. Patten reached his theory inde- 
pendently of Bhm-Bawerk. 
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the share of monopoly is worth noting and accepting, whether 
we take the term monopoly in Patten’s sense as indicating 
only relative scarcity, or in a more correct sense. The idea is 
indeed not entirely new and follows easily from the theory of 
value. The ordinary manuals, however, do not usually set it 
forth, but treat of monopoly apart from its effect on the in- 
come and productivity of other industries. But is monopoly 
“no perversion of prices”? Is “industrial monopoly a nat- 
ural result of price movements”? It depends on what is 
meant by monopoly. Statements are not infrequently found 
in Patten which may be less difficult to accept if we allow his 
terminology. 

Wages, according to Patten, are increased by laborers moy- 
ing to higher margins. They are also increased by organiza- 
tion, which does away with the determination of individual 
wages by the marginal man. Competition between workers 
ceases, and groups offer their joint product and “must be dealt 
with as units.” “The growth of wages would be limited only 
by the productivity of industry.” That this conclusion can be 
applied to the general level of wages may be questioned. A 
union could not win a rate of wages for its members based on 
average instead of on marginal productivity, unless it could 
compel the full employment of its whole membership. Other- 
wise the high wage would result in the discharge of men until 
the rate paid was based on marginal product, the discharged 
men meanwhile depressing wages in other lines. 

If Professor Clark’s view of monopoly as “a general per- 
verter of the industrial system”’ is true, the need of the estab- 
lishment of cost prices by government follows. This calls for 
physical valuation. The public is already agreed that the 
cost principle should be introduced in railroad rates. But, 
argues Patten, there are other fields in which “ watered costs” 
can be found. “ At present there are four classes of property 
that gain a relatively large share of the benefits of improve- 
ment and whose value and costs are most frequently watered. 
They are railroads, protected industries, western farms, and 
city lands.” Applying the principle of physical valuation to 
railways will not benefit the public unless it is also applied to 











Se | 














REVIEWS 123 


farms and city lots. “Low railroad rates mean a high value 
of western farms with higher rents and more congestion in 
eastern cities.” There is matter here for long discussion. As 
so often inreading Patten, the reader will wish “to be shown”’; 
but Patten drives right on. A limited application of the prin- 
ciple of physical valuation, a partial socialism, “merely re- 
duces the rate of progress” and gives “new strength to the 
demand for more thorough-going socialism. The line of cost is 
the line of bankruptcy, and the state must soon take over any 
industry or enterprise that must face unexpected costs but 
cannot retain extra gains. We cannot get free trade through 
low tariffs, cheap food through low railroad rates, lower house 
rents by reducing the price of street-car transportation, nor 
can we get natural low prices through state control of par- 
ticular industries.” But rejecting Clark’s view of monopoly 
and what he considers its practical consequences, Patten puts 
his faith in the increased power of substitution brought about 
by improvements. “The gains of monopoly are temporary, 
due to sudden increase of productive power. But each genera- 
tion will see its sphere reduced.” 

The above commentary on Patten’s views on distribution 
may give the student some idea of the struggle that is before 
him if he turns to Patten for light on economic theory and 
social reform. One may agree with Professor Seager’s remark 
that “those who did not know Patten, the man and teacher, 
cannot but gain new understanding of economic phenomena 
and new inspiration by reading his writings.” But it should 
be added that they must be prepared to fill in lacune in argu- 
ment and documentation, and that sometimes this may prove 
difficult, if not impossible. A large part of Patten’s state- 
ments are hypotheses in need of verification. He did not him- 
self stop to verify. As Professor Giddings puts it, “he did not 
‘ check up’ his visions.” 

The editor has done his work competently, but it may be 
regretted that no photograph of Patten has been introduced 
as a frontispiece to the volume. Would it be feasible to add 
one to a reprint of Dr. Tugwell’s fascinating “ Notes on the 
Life and Work of Simon Nelson Patten,’”’ published in the 
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Journal of Political Economy for April 1923? Such a reprint, 
possibly somewhat expanded, would certainly be welcomed 
by those who have known Patten and have been associated 
with him. To them his writings must always be disappoint- 
ing, because they fall so far short of expressing the power of 
his personality. They cannot but feel that he was bigger than 
anything he ever wrote, and greater than the world at large 


will ever realize. 
G. A. KLEENE. 


Trinity CoLLEGcE, 
Hartrorp, Conn. 





DIEHL’S THEORETISCHE NATIONAL- 
OKONOMIE ! 


Tue time when foreigners could identify German eco- 
nomics with the historical school has passed. In recent years 
works on theory in the German language are no longer almost 
exclusively from Austrian authors. That Professor Diehl is 
writing four volumes on theoretical economics is a symptom 
of the revived interest in the subject. Whether this interest 
will result in a new German school of theory remains to be 
seen. In Professor Diehl’s first two volumes, at least, there is 
nothing to indicate that the German authors are going to 
agree among themselves or to adhere to any existing school. 
The two later volumes are to deal with the subjects of ex- 
change and distribution; they will show most clearly how far 
Professor Diehl’s peculiar conception of economics and his 
peculiar methodology lead him to challenge the results of 
other theorists. 


1. Diehl, Karl. Theoretische Nationalékonomie. Erster Band: Ein- 
leitung in die Nationalékonomie (Jena, Fischer, 1916), pp. ix, 500. 
Zweiter Band: Die Lehre von der Produktion (Jena, Fischer, 1924), 
Pp. viii, 372. 
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The size of Professor Diehl’s work comes in part from his 
definition of theoretical economics. It includes not only ques- 
tions of theory but also questions of policy (I, 84). Thus 
minimum-wage legislation and taxation of land rent come into 
theoretical economics. Professor Diehl takes the somewhat 
peculiar position that the economic scientist should discuss 
questions of policy, even tho his answer cannot be accepted as 
scientific. Professor Diehl holds that evaluations (Wertur- 
teile) are necessarily subjective (I, 135), and demands a clear 
separation of politics and science (I, 386). There is no ethical 
science (I, 389), and politics cannot be a science (I, 19). If 
such is the case, the reviewer cannot understand why it is part 
of the economist’s task to assume a position on questions of 
economic policy (I, 126). Professor Diehl’s treatment of 
theoretical economics is extended for still another reason: 
because he refuses to characterize theoretical economics as 
abstract, practical economics as concrete (I, 85). Theoretical 
economics, as he conceives it, deals with the phenomena com- 
mon to all branches of economic activity; practical economics 
with those peculiar to agriculture, industry, or commerce. 

Our author divides theoretical economics into four parts: 
production, exchange, distribution, and consumption (I, 83). 
Each of the parts, except the last, has a separate volume. 
Consumption, for some unexplained reason, is to have no 
place. The first volume, which precedes them, is called an 
introduction to economics. The title does not appear well 
chosen; much of the volume demands a far greater acquaint- 
ance with economics than a stranger may be expected to 
possess, and it is certainly more difficult than volume two. 
A better title would have been the philosophy and method- 
ology of economics. The book is divided into two parts, one 
on the nature and tasks of economic science and a second on 
the systems and methods of economic inquiry. Professor 
Diehl’s wide acquaintance with other writers and his skill- 
ful exposition of their views enable him to make part two a 
valuable survey of the schools of economics. He disclaims 
any desire to write a history of economic doctrines; he is pri- 
marily concerned with the “scientific” character of economics 
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and its methodology. Unfortunately for foreigners, he dis- 
cusses almost exclusively German and Austrian authors; the 
Physiocrats and the Classical School are the only foreigners 
to receive any great attention. His criticism of the various 
schools, tho it necessarily involves a good deal of repetition, is 
always provocative and sometimes convincing. 

Professor Diehl’s own school he calls social-legal. His first 
volume is dedicated to Rudolf Stammler, and much of it is 
devoted to the explanation and defense of some — not all — 
of the applications of Stammler’s philosophy. In many re- 
spects Professor Diehl’s position may be called characteristi- 
cally German. It involves no such revolutionary break with 
German traditions (or any other traditions) as Professor Lief- 
mann has proposed. Like most German economists, Professor 
Diehl’s point of view is universalism, not particularism or 
atomism. He starts from society, not from individuals. The 
social tie that binds the individuals together alone makes eco- 
nomics possible. National economy is not a summation of 
individual economies, and national prosperity is no summa- 
tion of the prosperity of individuals (I, 4, 5). He is little con- 
cerned with the “human nature” of individuals; apparently 
he believes in an institutional man. Only by interpreting him 
to hold that the permanent characteristics of men are of little 
importance in comparison with their institutional environ- 
ment, can the reviewer reconcile his statement that no pro- 
position has been so disastrous to economics as that “human 
nature does not change’”’ (I, 202), with his later assertion that 
human nature has not changed but the conditions of human 
codéperation have (I, 234). Professor Diehl apparently be- 
lieves that the freedom of the individual’s will is less signifi- 
cant for the economist than the freedom of the social will. 

Further, our author follows a German tradition prevalent 
since Kant and Fichte, in his emphasis on the general will 
which creates society. Economics deals only with phenomena 
for which the common activity of society, conscious of its 
aims, is necessary. No social phenomena are the unpremedi- 
tated result of the efforts of men to reach individual ends 
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(I, 255).? However, while for some idealists all phenomena, 
whether social or natural, rest upon the absolute will, Diehl 
considers that this dependence upon will is a peculiar charac- 
teristic of social phenomena and necessitates a clear separa- 
tion of natural and social sciences. This rejection of natural 
law in economic science is another point in which Diehl’s po- 
sition is characteristically German. 

Characteristically German, moreover, is Diehl’s emphasis 
upon the state. We cannot, he declares, accept the concept of 
world economy and reject the idea of a world state (I, 123). 
His emphasis upon the state and law seems even greater than 
that of most German economists. The legal order is decisive 
for the foundation of economic life in any conceivable eco- 
nomic organization (I, 48). All economic phenomena are also 
phenomena of a legal order (I, 40); all economic concepts are 
intelligible only on the assumption of a definite legal order 
(I, 41); and no distinction can be made between economic 
and juristic concepts (I, 42). Even Professor Diehl, however, 
feels that Stammler has overemphasized law. He declares 
that the law cannot be made responsible for all economic phe- 
nomena; the actual organization of economic life depends 
essentially (wesentlich) upon the conduct of the individuals 
themselves (I, 49). Later, he adds that the changes in eco- 
nomic life have played a decisive réle in the development of 
the law of property (I, 65). Professor Diehl thus makes 
greater concessions to individualism than the juristic philoso- 
pher to whom he dedicates his first volume. Nevertheless, the 
characteristics of individuals are of less importance than the 
conditions established by the general will. These conditions, 
such as private property, the institutions of exchange and 

2. Professor Diehl also holds another view of the foundation of social 
institutions, which he might have some difficulty in reconciling with his 
insistence upon the conscious social will. There appears to be more mech- 
anism than teleology in his assertion that the law is the resultant (Nie- 
derschlag, precipitation) of certain conditions of power among the legisla- 
tive factors (I, 388). He also speaks both of the economic organism (I, 
108) and of the mechanism of exchange (I, 430), and declares that eco- 
nomics is concerned with the search for causal explanations (I, 19). 


Nevertheless, I am sure that he would reject any naturalistic interpre- 
tation of such passages. 

















128 QUARTERLY JOURNAL OF ECONOMICS 


markets, and money, are established by acts of organization, 
of law-giving (I, 278). Professor Diehl’s greater emphasis 
upon the state, as a matter of his social-legal philosophy, does 
not, however, commit him to the neo-mercantilistic policy of 
far-reaching state interference. He criticizes the younger his- 
torical school for the absolutism of their policy as he criticizes 
the classical economists for the absolutism of laissez-faire 
(I, 228). He also insists that the social-legal philosophy in 
no wise commits its adherents to the advocacy of socialism 
(I, 5). Nor does his great emphasis upon the state imply an 
assertion that the state is an absolute value, an end in itself. 
The emphasis is derived from his insistence on the funda- 
mental significance of the legal order, for which the state is a 
prerequisite. 

Still another point in which Professor Diehl] follows German 
traditions is his insistence upon an historical-realistic theory. 
Economic phenomena are intelligible only on the assumption 
of a definite legal order. There are no general economic laws; 
the most that we can know are the regularities and the causal 
relations between them that appear in definite historical 
epochs (I, 83). The abstract method can be applied only to 
obtain results within the realistic-empirical inquiry (I, 255). 
It may be used to explain the essence of certain economic phe- 
nomena, and to show the significance of natural phenomena 
for their development. Thus Ricardo and Thiinen developed 
the laws of rent by the abstract method, because they did not 
neglect anything of importance for their problem (I, 268). 

Despite the points in which Professor Diehl thus appears to 
follow the German tradition, he is nevertheless far from as- 
senting to Schmoller’s assumptions or contented with the re- 
sults of his work. Schmoller’s assertion that there are funda- 
mental ethical norms which are common to all religions and 
all moral systems and which have the fixedness of objective 
scientific truths, is rejected in favor of ethical subjectivism 
(I, 385). Professor Diehl denies “‘scientific’’ character to the 
economic policies urged by Schmoller and his followers. But 
he rejects also the psychological premises of the younger his- 
torical school. The attempt to explain economic phenomena 
on certain general psychological characteristics of men leads 
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to the false ideas that certain economic institutions are 
eternal and “natural,” and that economic life is governed by 
laws (I, 244). Psychological events occur only within a legal 
order and are determined by it in large measure (I, 230). Pro- 
fessor Diehl further rejects as vague the notion that individ- 
uals are bound together by certain psychological, ethical, and 
legal ties; legal bonds alone make an economy. Thus he con- 
cludes that realistic economics is justified in limiting its atten- 
tion to those phenomena which are at once both economic and 
legal. 

He was, perhaps, led to his dissent from the younger his- 
torical school by his dissatisfaction with the results of its 
work. A “dubious multiplicity” has resulted from the broad 
scope of inquiry to which its realistic historical economics has 
led; its presentation of economics often reads like a general 
history of civilization. This is particularly true of Schmoller 
(I, 224). Moreover, altho that school gave some place to de- 
ductive thinking in its discussions of methodology, in practice 
it has neglected deduction. It has collected a mass of ma- 
terials, but has lost its grasp of the fundamentals. The leaders 
have neglected to educate their students in theoretical 
thought (I, 222, 223). Professor Diehl would concentrate his 
efforts upon the present historical epoch, capitalism; and, 
instead of ranging through technology, psychology, and 
ethics, would confine his attention to economic-legal phe- 
nomena. 

Professor Diehl also differs from the school which has so 
long dominated German economics in his attitude toward the 
classical school. New ways toward the understanding of eco- 
nomic phenomena are not necessary. The old method of 
classical economics, with careful use and the necessary qualifi- 
cations, can be retained in grappling with the most compli- 
cated occurrences of modern economic life (I, 485). The errors 
of the classical school came, Professor Diehl considers, from 
its assumptions of the economic individual and of the natural 
character of private property, free competition, and other 
legal institutions. These assumptions led the classical eco- 
nomists to treat the subject as a natural science and to seek 
for natural laws and natural policies (I, 192-209). 
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Professor Diehl is, I take it, closer to the classical econo- 
mists than to the Austrians. The Austrians, in their search 
for pure economics, have avoided many of the problems with 
which the economist must deal. This school, which terms it- 
self psychological, has no psychology founded on science; it 
has only an artificial construction, not based on experience 
(I, 285-286). It has reached over into the field of another 
science and must make the economist a dilettante in psy- 
chology (I, 297). Professor Diehl gives no extended discus- 
sion of the marginal analysis of the Austrians which, in the 
reviewer’s judgment, is more important than their peculiar 
psychology. One application of the marginal analysis, the 
imputation theory, he rejects unqualifiedly. Unfortunately 
this important issue in the logic of economics is treated only 
incidentally in his comments upon Professor Leifmann. There 
he declares that most of the criticism of the imputation theory 
is correct, and brands as clearly erroneous the common analy- 
sis in which the product is attributed to the separate factors 
of production (I, 326). Can it be that no one in Germany now 
ventures to defend the imputation theory, as Professor Lief- 
mann has claimed in the pages of this journal? * 

This summary of Professor Diehl’s principal contentions in 
developing the social-legal view of the scope, method, and 
logic of economics will perhaps serve to indicate the com- 
plexity of the problems his book presents. It will also show 
that his first volume will tax the interest and the thought of 
most foreign economists. It requires, moreover, an ability to 
think in the German language and in the spirit of the classical 
German philosophy. Many would be inclined to turn it over 
to students of philosophy, psychology, and scientific method. 
Not without hesitation, I will endeavor to indicate some of the 
more general problems where criticism may be made. Any 
extended criticism is obviously impossible in the narrow 
limits of a review. 

In the first place, the doctrine of free will seems to have led 
Professor Diehl into undue skepticism, perhaps error.. How 
can we speak of laws of value and price, he asks, which are 


3. Quarterly Journal of Economics, vol. 36 (1922), p. 335. 
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matters in which the freedom of will decides (I, 270)? If free- 
dom of will is to mean that the only thing we can regularly 
expect of human beings is capricious conduct, any one who 
believes in the doctrine would have to follow Professor Diehl 
into skepticism. As a matter of realistic-empiricism, how- 
ever, we can observe more regularity than caprice in human 
behavior. I take it that Professor Diehl would agree that the 
motivation of such behavior and its ultimate explanation in 
terms of either freedom or determinism are matters for the 
psychologist and philosopher rather than the economist. 

In the second place, Professor Diehl seems to have com- 
mitted himself unnecessarily to a theory of knowledge which 
is at least questionable. He denies the possibility of political 
science, not because the mass of complications makes it im- 
possible to survey the material, but because we can never 
know what should happen as we know what does happen or 
has happened. The difficulties are not practical, but episte- 
mological (I, 19). He thus is led to a despairing acceptance of 
confusion as ultimate. Since economic phenomena are also 
legal and thus political, economics cannot have laws, because 
it rests upon the free and ignorant social will. Now, no one 
will deny that we are as yet unable to reduce all the apparent 
variations of economic-legal phenomena to regularity. Few 
economists would fail to condemn the rash presumption of 
some writers who claim that their programs of tariffs, taxes, 
or socialism are “‘scientific.”” But is there not a world of dif- 
ference between confidence that we now know everything and 
confidence that we can know something? 

Professor Diehl’s sharp division between natural and social 
sciences appears to result, not only from his studies in episte- 
mology, metaphysics, and ethics, but also from his discontent 
with the abuse to which such terms as “the natural laws of 
economics” have been subjected. This abuse will make any 
economist cautious, and some so timorous that they would 
avoid philosophy as much as possible All would admit that 
there now appears to be much more variability and much less 
regularity in the phenomena they study than in the field of 
“the natural sciences.”” They do not need to decide whether 
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this variability is ultimate. All they need is the confidence, 
which any scientists must have, that there are further regu- 
larities which can be discovered. Professor Diehl’s philosophy 
may not logically lead to hopeless skepticism, but it certainly 
introduces so many confusing philosophical problems that the 
economist who follows his lead in is danger of losing his in- 
tellectual courage, and is distracted from his own work. In 
his reaction from the overconfidence of some economists, 
Professor Diehl has gone to the other extreme. By rejecting 
parts of Stammler’s philosophy for ethical subjectivism and 
epistemological skepticism, he has left teleological economics 
resting upon shifting sands. His results may have the un- 
fortunate effect of deterring some economists from pursuing 
the study of the scope, method, and logic of their own subject. 

Professor Diehl, after all his philosophizing is over, comes 
to the starting-point of all economics: there are regularities. 
He prefers the terms tendencies or regularities to the term 
laws (I, 414-415). Despite his denial, the reviewer sees here 
nothing more than a quarrel about words. He says that a law 
must be unconditional, eternal, and universal. But how can 
the law of diminishing returns from land, which he calls a 
natural law (I, 23), be a law at all, as it is conditioned, as he 
himself says, upon a given technical stage (II, 60)? Because 
private property in land was not found among certain peoples, 
is it necessarily less subject to law than electric generators? 
Professor Diehl’s philosophical studies would seem to have 
made him too cautious, too fearful of misunderstanding. 

In his second volume, on production, Professor Diehl is 
forced to drop some of the subjectivism, skepticism, and cau- 
tion which so impress the reader of his introduction. He ends 
the first volume with the remark that the social-legal school 
is to be known by its fruits. When he starts to collect the 
fruit, he casts aside much of his philosophical burden. Altho 
in his introduction (I, 22) he rejects Stumpf’s declaration 
that economics is a mixture of natural and cultural science, 
over one third of the second volume is devoted to the natural 
and technical conditions of production. Altho he concludes 
(II, 363) that his discussion of five problems of the “capital- 
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istic method of production” is subjective, subjectivism is not 
the key-note. In the introduction, it is laid down that the 
economist can give only his subjective judgment of private 
property (I, 304); nothing in human nature compels us to 
consider private property as a foundation of economic life 
(I, 234). In volume two, however, he declares that the thought 
of collective ownership of natural resources is to be rejected. 
Private property is justified because it is the best means of 
stimulating men to intensive work and utilization of all eco- 
nomic advantages (II, 249). In volume one, he declares that 
such motives as the desire for gain are resultants of specific 
forms of social organization (I, 244). In volume two, in an- 
swer to Sombart, he declares that men in their economic rela- 
tions have always been moved by the search for gain when- 
ever the legal institutions made gain possible (II, 281). This 
condition does not appear to be a greater qualification of our 
theory of human nature than the statement that men have 
fished only where there was water. Altho he has insisted in 
the first volume that economic and legal concepts must be 
identical, he defines capital in the second volume as movable 
property used for gain (II, 269). May it not be doubted 
whether this is a legal definition? 

Professor Dichl’s discussion of production is very largely 
concerned with those problems of production now prominent 
in public discussion, such as labor, socialism, crises, and con- 
centration of management and production. Many of his 
points would be worth detailed comment. For example, an 
economist familiar with the doctrine of comparative advan- 
tage might question his assertion that every country must en- 
deavor to produce within its borders goods which it can pro- 
duce as well as other countries, or even better (II, 186). 

It is on the subject of diminishing returns and proportion- 
ality that Professor Diehl makes the greatest use of contem- 
porary American discussions. He remains convinced that 
diminishing returns are phenomena peculiar to natural re- 
sources (II, 59-120). In rejecting the universality of the law, 
he has, in the reviewer’s judgment, misunderstood the con- 
tentions of Professor Clark, which he selected as the state- 
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ment of the universalist position. He interprets Clark to 
mean by returns, not the gross return in physical product, but 
the net return to the business man (II, 112). Doubtless Pro- 
fessor Clark and many other American economists would 
endeavor to state the law in terms that would reduce bushels 
of corn, quarts of milk, and pairs of shoes to some common 
economic quantity. But they would reject a statement in 
physical units for agriculture and in profits units for manu- 
facturing. The universalists might illustrate their contention 
by pairs of shoes, whether received by the employer or the 
workmen. They would say that additional land and capital 
applied to a fixed quantity of labor would result in an eventual 
decrease of the number of pairs per unit of the material fac- 
tors. They would, of course, make the usual qualifications; 
and some would not separate land from capital. In any case, 
they would reject Professor Diehl’s interpretation. Professor 
Diehl, in the reviewer’s judgment, has not kept distinct the 
problem of the increased production where one or two factors 
are kept constant and the problem where all factors are in- 
creased in their economical proportions (‘‘increasing costs in 
agriculture versus decreasing costs in manufacture’’). 

There are other points where Professor Diehl’s treatment of 
production might be criticized, if space permitted. But on the 
whole the first fruits of the social-legal school are not unpromis- 
ing. The reader will look forward with interest to his discus- 
sions of value and distribution, where the realistic method 
should provide a salutary corrective for the dialectic of utility 
calculation and factoral distribution. It will do good to sundry 
economists to be reminded that a market is not a machine 
for the calculation of utilities, and that the ownership of the 
factors is not explained by the law of diminishing returns. 
The emphasis which the social-legal school would put upon 
the study of property and legislation is perhaps a necessary 
reminder to some economists that their field was once called 
political economy, and consisted of problems of national wel- 
fare and strength. Perhaps among those who feel that the 
field of “pure theory” has been cultivated up to, or even be- 
yond, the margin of reasonable returns, there are some who 
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will be stirred by the thought that the law has a large amount 
of sorted data, which have been scrutinized in numerous dis- 
cussions of legal principles, and have in turn been reéxamined 
in juristic philosophy. The fertility of the legal field may in- 
duce some to avoid the rush to the field of psychology, which 
appears at present to yield highly diversified products of un- 
certain quality and to have many of the dangerous attractions 
of a lottery. 

If Professor Diehl can lead German theorists to concentrate 
upon economic-legal phenomena, foreigners may look forward 
to significant additions to our body of doctrine. They will not 
revolutionize economic science, for Professor Diehl is con- 
servative as well as scholarly. Foreigners who do not think 
in terms of the classical German philosophy, and some who do, 
will dissent from much of Professor Diehl’s own philosophy. 
Many Americans will prefer on some points the views of the 
English and American economists with whom they are more 
familiar. All should recognize, however, that Professor Diehl 
has diagnosed the weaknesses of other schools in a masterly 
fashion and explained his diagnosis with a skilful hand. Altho 
fundamentally conservative, he does not follow blindly along 
well-worn paths. Many of the fruits he has gathered are not 
new discoveries, but they are at least separated from the 
weeds which have elsewhere shadowed and dwarfed them. 
The foreigner may expect from his later volumes a careful, 
conservative, and skilful presentation of economic doctrines, 
based on wide scholarship and well-informed judgment. 


R. 8. Merriam. 


Harvarp UNIVERSITY. 
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THE CHENILLE AXMINSTER CARPET 
MANUFACTURE 


One of the chief characteristics of the textile industries as 
they exist today is, generally speaking, their automatism, 
the extent to which automatic operations have superseded 
the older hand processes. As Professor Marshall says, these 
industries may be carried on “‘by standardized machinery, 
which can be driven by the blind force of nature, being de- 
pendent on the guidance of intelligent fingers only in its 
minor details.” ! One is a bit surprised, accordingly, when 
he runs upon a branch of a textile trade, which is domesti- 
cated in occidental countries, but in which hand operations 
still play an important part. Such is the manufacture of 
chenille Axminster carpeting. This branch of the carpet in- 
dustry is also of interest because, by reason of its relatively 
recent adoption in this country, the American production 
exhibits so fully the features of an “infant industry.” I know 
of no case in the textile manufactures, nor indeed in other 
lines, where the indications are so clear-cut. The other types 
of carpet manufacture in the United States, with which one 
would most naturally bring the chenille Axminster product- 
ion into contrast, are noteworthy both in the degree to which 
machine operation has replaced the older hand processes and 
to which the usual indices of maturity, such as the invention 
and adaptation of labor-saving machinery or dominance of 
the home market, are manifested — comparing well in these 
regards, I believe, with any of the textile industries. 

The chenille Axminster carpet manufacture dates from 
1839, when the method of production was developed by James 
Templeton, of Glasgow, Scotland. This method was devised 
to yield by more expeditious, semi-mechanical operations a 


1. Marshall, fndustry and Trade, p. 57. 
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carpeting similar in appearance to the hand-made Axminister 
rug, at that time still produced wholly by the hand-tufting 
process. In its present status, the manufacture consists 
essentially of two stages, weft-weaving and setting. In the 
former, of which the ultimate product is the “‘fur,”’ “chenille” 
or tufted yarn (to be used in making the pile surface of the 
finished carpeting), a cloth of cotton warp and woolen weft 
threads is first woven.? The cotton warp threads are not 
placed evenly in the harness of the loom but in groupings of 
four or five together, and these groupings are an inch to an 
inch and a half apart.? The completed “weft-cloth” is taken 
to a machine equipped with knives by which it is cut at the 
several points midway between groupings of warp threads. 
As the tufted yarn thus produced comes from the knives it 
is drawn, under tension, over a steam-heated drum indented 
with V-shaped flutings. The cotton warp threads in each 
strand of tufted yarn are drawn into the base of a fluting, 
and the ends of woolen thread still projecting on either side 
of the strand are pressed upward by the sides of the fluting, 
and, in consequence of the heat and dampness, fixed in that 
position. Then the second and more important portion of 
the manufacture, the setting, consists of a sort of weaving by 
which this V-shaped “fur” is fastened or “set” into a heavy 
backing of jute or woolen, linen, and cotton threads. Sub- 
sequently, the pile is cut to a uniform height in a shearing 
machine, the edges of the goods are bound, and the carpeting 
is complete. 

The carpeting may be and often is of a single color — dull 
brown, slate gray, pale blue, and the like—or it may have 
an elaborate design. In the latter case, each transverse row 
of tufts in the design must be produced separately in the 
weft-weaving operation, and then inserted at the proper point 
in the setting. Again, the carpeting may be of a distinctly 
low quality, with a short pile of poor woolen yarns, a backing 


2. The appearance of the tufted yarn is, of course, the source of the 
name chenille or caterpillar. 

3. The distance between groups determines the heigat of pile in the 
finished carpet. 
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of jute yarns, and a loose texture; or it may attain the high- 
est quality among machine-made or semi-machine-made 
floor coverings, with a high, upstanding pile and heavy woolen 
yarn backing. Stock-color rugs of the latter type sell retail 
in the American market at the present time for the extra- 
ordinary prices of from $18 to $24 per square yard.‘ 

As the processes through the cutting and pressing of the 
“chenille” now stand, they are ruled by the machine as much 
as in other textile trades, except that in the manufacture of 
chenille for figured goods, the shuttle of the weft-weaving 
loom must be frequently changed and this requires close at- 
tention by the weaver and frequent stoppage of the loom. 
The operation of greatest difficulty in the manufacture, how- 
ever, and the one which as yet has not been adapted toa 
purely mechanical procedure, is that of setting. Special care 
must be taken in this operation, not only to fasten the 
chenille firmly into the web of backing threads, but to place 
this large yarn evenly in each transverse or weft row, and to 
be assured that the point of the V-shaped fur is directed down- 
ward, thrusting the fringes of the yarn upwards to form the 
pile of the finished fabric. To accomplish these results, hand 
methods are still used to a considerable extent. For the de- 
posit of the fur in the ‘“‘shed”’ of the warp threads, the earliest 
and for a long time the only method was to wrap the fur upon 
a stick a yard or so in length, which could be passed from side 
to side of the loom between the layers of warp. Later the fur 
was wound into cops which could be utilized in large shuttles 
in much the same manner as weft yarn in the ordinary weav- 
ing; but this method was not satisfactory in many respects, 
particularly because the pile yarns were often crushed or bent. 
The most recent improvement is a so-called weft-carrier, a 

4. By virtue of the particular method of manufacture, a chenille Ax- 
minster rug may be produced in any shape desired, — some form of ob- 
long, as is most usual, but also circular or elliptical. The enhancement of 
cost is in most of such cases not greatly over that for production of stock 
sizes. Partly for this reason (which permits the fitting of a rug to the 
shape of a particular room), tho more by reason of the luxurious char- 
acter of the finished product, a much greater proportion of the domestic 
= is upon special order than in other types of carpet manu- 
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device holding a considerable quantity of yarn, which moves 
mechanically upon a bar placed behind the loom and parallel 
to the loom beam, and which in a transverse motion deposits 
the fur upon the layer of warp threads. This latest method, 
however, eliminates only the manual labor of passing the 
stick or pushing the shuttle back and forth. As before, the 
loom must be stopped, after each cross-row of chenille is de- 
posited on the warp threads, the fur straightened, and then 
combed into place by means of hand-combs. Since even in 
the best carpeting of this type only four shots of backing weft 
threads intervene between two rows of fur, the production 
goes on in a most intermittent fashion. Only by reason of 
the coarseness (in size) of the constituent yarns and fur is the 
hourly output of the loom kept as high as it is. 

The looms in this manufacture, because of the peculiar 
methods involved, are of surprising width, the majority of 
them running to nine feet or more, and the largest reaching 
thirty feet. For the operation of the narrower setting ma- 
chines and the combing of the fur, two weavers are required, 
while for the thirty-foot loom it is usual to employ four. 
Moreover, in consequence of the skill demanded and the 
strenuous exertion, the use of adult male weavers is almost . 
universal. 

The evidences of immaturity in the American industry are 
to be found in the state of the technical equipment, the con- 
ditions of labor, and the relation of this carpet production to 
the total output of the American carpet manufacture. The 
type of loom employed in both weft-weaving and setting is 
essentially the same as that used in the foreign industries, 
especially the British. Originally, the setting loom was bor- 
rowed and imported from England. It is a mark of progress 
for the industry, however, that now looms for this purpose 
are being constructed in the United States. Likewise, it 
is a hopeful sign that the adoption of the weft-carrier at- 
tachment on the setting loom has been somewhat more rapid 
in this country than abroad, altho the device is apparently of 
English origin. The more alert British firms have added this 
labor-saving mechanism to their machines, but apparently 
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the proportion of looms so equipped to the total number of 
the industry is substantially greater in the United States. 

In addition to adopting foreign machinery at the outset, 
the manufacture also was at first considerably dependent 
upon foreign labor. Foremen and workers, especially weavers, 
were encouraged to immigrate, and even today a substantial 
proportion of foremen and weavers are of foreign birth and 
industrial training.’ Another factor on the labor side is the 
restriction or limitation in the supply of workers, particularly 
setters. By reason of the character of the work and of the 
long apprenticeship necessary for the development of skilled 
operatives,* together with the relatively short time that these 
fabrics have been produced in this country, the number of 
qualified workers is seriously restricted, with the natural 
result that wages are disproportionately high in these sections 
of the manufacture.’ 

Finally, the chenille Axminster manufacture is still an 
inconsiderable factor in the domestic carpet industry as a 
whole, its output being returned on a quantity basis for 
1919 as less than 1 per cent of the total. No mention is made 
of the manufacture in the Census of 1910, but by 1914 its 
output had reached 178,000 square yards, and in 1919, 310,- 
000 square yards. That the growth has not been even more 
rapid is in large part, I believe, to be ascribed to the fact that 
our industry has too greatly aimed at the production of the 
finest qualities of goods. To a larger extent than in other 
portions of the carpet manufacture, the chenille Axminster 

5. The English affiliations of one of the concerns engaged in the manu- 
facture would in part account for this condition. 

6. One manufacturer writes: “It takes on the average pretty nearly 
two years to develop a really competent operator (setter).” 

7. Typical wage scales collected by the United States Tariff Commis- 
sion show that whereas weaving rates per linear yard run from 4.60 
cents to 13.25 cents for other types of seamless rugs nine feet wide, for 
chenille Axminsters (with two weavers to a rug, presumably) such rates 
are from $1.68 to $3.19. Another indication of the importance of labor 
in the chenille Axminster manufacture is the proportion of labor cost to 
total cost as also ascertained by the Tariff Commission. For no type or 
form of carpeting is the proportion greater than 28 per cent, except for 
the chenille Axminster, where the percentage for seamless rugs reached 
38 per cent. Tariff Information Survey on Carpets and Rugs of Wool, 
pp. 67, 100. 
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industry, as above noted, is the recipient of special orders, 
orders for fabrics of special size, special quality, or special 
color or design. An appreciable amount of this trade is con- 
nected with the business of interior decorators in the large ur- 
ban centers. Figures of values as found by the Census of 1919, 
suggest the luxurious character of the chenille Axminster 
production. The value per square yard of the tapestry velvet 
production was $2.09, for Axminster proper $2.41, for Wilton 
$4.72, but for chenille Axminster $8.01. On the other hand, 
the chenille Axminster production in foreign countries such 
as the United Kingdom is a much more important part of the 
total carpet industry, and the average quality of production 
is undoubtedly much lower. Nearly a fourth part of the 
British carpet production is said to be chenille Axminster; 
and far from confining the output predominantly to goods 
with woolen backing and superior pile, the British manu- 
facturer turns out a considerable proportion of his product in 
fabrics of jute backing and a medium or low pile. Moreover, 
the larger scale of his operations permits the British manu- 
facturer to standardize, at least in a measure. Particularly 
striking is the case of James Templeton and Company, the 
Scotch manufacturers, who prepare and keep on hand sub- 
stantial quantities of “fur” of types and qualities suitable 
for the production of carpeting of given grades and designs. 
These varieties can then be sold by description or otherwise, 
and all that remains to be done ai the factory is the setting 
and finishing.’ Finally, it may be noted that the American 
production is confined to four establishments. In none of 

8. A domestic manufacturer has stated that the American production 
supplies the domestic demand (Mr. George McNeir of the Mohawk 
Mills, before the Ways and Means Committee, Tariff Hearings, 1921, p. 
2673). This statement, however, is of doubtful accuracy. Importations 
have been fairly constant over a number of years. Sales of carpetings, 
especially of this type, by James Templeton and Sons, leading British 
manufacturers, have been so great that. they find it advantageous to 
maintain an office and special agent in New York City. 

9. In addition to the three indices of immaturity above mentioned, 
there is the further one that to a considerable degree the types of chenille 
Axminster carpeting produced by American mills are copies of British 
types, particularly of Templeton’s qualities, since James Templeton and 


Sons are the largest importers of these goods. (No statistics of importa- 
tions are available.) 
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these has it been carried on more than fifteen years and 
the substantial growth has been since 1914. The character 
of the production in one of these mills is indicated by the 
fact that the chenille Axminster manufacture was taken 
up after non-success in the production of Oriental rugs by 
hand in that establishment.! 

Taken all in all, the chenille Axminster manufacture pres- 
ents the problem of “infant industry” in a pretty striking 
manner. Here is a manufacture borrowed from a country 
where it has had a prolonged career and where it forms a con- 
siderable part of the total carpet production. While it has 
undoubtedly made some advance in competitive strength 
since its introduction, it is still carried on under clearly dis- 
advantageous conditions. It enjoys no superiority in tech- 
nical equipment above the better organized foreign mills, 
and it is still dependent to a substantial degree upon imported 
labor for the portions of its production requiring the greatest 
skill. It produces only the finer qualities of fabrics, tho these 
types demand peculiarly greater care in manufacture and 
cannot be turned out in bulk; and it must pay substantially 
higher wages than the foreign industries.2, Moreover, beyond 
these factors, some of which are either susceptible to change 
in ordinary development or are similar to the difficulties 
under which other branches of the textile industries operate, 
there is the further unfavorable circumstance that the most 
important process in the chenille manufacture does not seem 
to lend itself to automatic machine control.' 

Granted that this is an “infant industry,” is it one in 
which — to quote Mill’s famous exception to free-trade doc- 

1. Despite the inconsiderable size of the domestic industry, the men 
connected with it have been among carpet manufacturers the most 
active in the endeavor to secure assistance through protective duties. 
See testimony before Ways and Means Committee in hearings of 1913 
and 1921. 

2. No satisfactory statistics on comparative wages here and abroad 
are available in the report of the Tariff Commission above mentioned. 
Mr. MeNeir of the Mohawk Mills, however, gives certain figures, tho 
the source of his foreign data does not appear. The labor cost of manu- 
facturing a particular chenille rug as of 1920 in America was $100, and in 
Great Britain, $36.25. Tariff Hearings, 1921, p. 2673. 


3. A circumstance which possibly might be quoted as arguing for the 
successful adjustment of the chenille manufacture to the economic con- 

















NOTES AND DISCUSSIONS 143 


trine— “there is good ground of assurance”that it “ will 
after a time be able to dispense” with protection? Is it 
an infant that is worth coddling and rearing? Or—to put 
the matter in terms yet more favorable to the protectionist 
case — should the protection already extended to the other 
types of carpetings be expanded to include this relatively 
new-blown branch? If the chenille manufacture should 
display the power of adaptation and the degree of inven- 
tiveness which has marked the manufacture of these other 
types of carpeting, as, for example, plain Axminster or 
Wilton, one might well hesitate to deny temporary support 
through protective tariff duties to this youngest member of 
the family, when the popularity of the chenille carpeting 
abroad indicates or suggests good inherent qualities in this 
fabric. On the other hand, may one not look upon the 
chenille carpeting as some observers are inclined to regard 
the production of tussah silk goods, cotton fabrics of highest 
qualities, or gunny sacks — industries which because of 
peculiar natural or economic situations in foreign countries 
seem unlikely to attain full acclimatization or adaptation to 
American conditions within any reasonable time? Inasmuch 
as such industries, with the possible exception of the gunny- 
sack production, cannot be considered as in any way essential 
industries, should we not rely upon importations to supply 
the insistent demands? § 


ditions of this country is that a manufacture of somewhat similar type 
was successfully carried on in this country for several recent decades — 
that of Smyrna rugs. The chief difference, however, was at the point 
just dwelt upon above — that of setting. After the weft cloth had been 
cut, the fur was twisted, wound upon a cop and inserted into an ordinary 
shuttle for the rug-weaving. Less care was taken of the tufted yarn, 
hand-labor for straightening and combing-in the fur was unnecessary, 
and the product was of an inferior quality. 

4, It is possible, perhaps probable, that inadequate protection might 
check the importation of foreign chenille Axminsters while at the same 
time preventing the establishment of a domestic production. 

5. There is in addition, of course, the question of the claim which 
manufacturers already launched in this industry have to protection of 
“vested interests.” In so far, however, as the growth of the industry has 
come during the war period — under the Underwood Tariff — the case 
= really adequate protection is not particularly strong from this point 
of view. 
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The above analysis of the situation in the chenille manu- 
facture, however, should acquaint the economic student in 
a concrete way with the type of case which presents itself 
frequently to the congressional maker of tariffs, and give 
him some appreciation of the difficulties confronting the 
tariff legislator. 

Artuur H. Cos. 

HarvarD UNIVERSITY. 





MARSHALL ON CONSUMERS’ SURPLUS IN 
INTERNATIONAL TRADE 


In his last book, Money, Credit, and Commerce,! Alfred 
Marshall gave a “numerical illustration of the demands of 
each of two countries which trade together, for the goods of 
the other.”’ In analyzing his figures so as to appraise the net 
benefit one country and the other get from the interchange of 
their goods, the great economist appears to have made a per- 
plexing slip. The purpose of the present note is to warn other 
students of this erratum, and to consider some of the more 
general aspects of the problem. 

Marshall’s tabular arrangement of his figures is repro- 
duced here. There are, it will be seen, two demand schedules, 
of the type which Marshall’s Principles has made familiar. 
Prices are not expressed in money, but in the number of bales 
of domestic products per hundred bales of imported products 
at which each country would be willing to take larger or 
smaller quantities of the other country’s goods. A bale is 
merely a “representative unit,” a “unit product of labor and 
capital.” 

“Adding up,” Marshall says, ‘we find that G gets for 
70,200 of her bales a number of E bales for which it would be 
worth her while to pay 125,300 of her bales rather than forego 
them. The net benefit of the trade to her therefore is 55,100 
unit products of her labor and capital.’ 


1. Pages 161-163. 
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Schedule of terms on which Schedule of terms on which 
E is willing to trade G is willing to trade 
(1) (2) (3: (4) (5) 


~ 





~ 


NumberofG _ Totalnumber NumberofGbales Total number 

bales per hundred EZ of G bales for per hundred Z of G bales 
Number balesatwhichE whichZiswill- balesatwhichG which Gis will- 
of K will part with ing to part with will buy those ing to give for 


bales those in (1) those in (1) in (1) those in (1) 
10,000 10 1,000 230 23,000 
20,000 20 4,000 175 35,000 
30,000 30 9,000 143 42,900 
40,000 35 14,000 122 48,800 
50,000 40 20,000 108 54,000 
60,000 46 27,600 95 57,000 
70,000 55 38,500 86 60,200 
80,000 68 54,400 82} 66,000 
90,000 78 70,200 78 70,200 

100,000 83 83,000 76 76,000 
110,000 86 94,600 744 81,950 
120,000 883 106,200 732 88,500 


Now the advantages in question are not assumed to rest on 
differences of absolute or comparative costs, or upon the 
effects which the presence of increasing or diminishing return 
might have. Such variables do not enter into the hypothetical 
data which condition the problem, and therefore do not affect 
its solution. In short, the problem as given is merely the 
straightforward one of measuring consumers’ surplus. 

Following the procedure, Marshall has precisely indicated 
elsewhere,” the steps are as follows. To G, 10,000 EZ bales are 
worth 230 G bales per hundred, or 23,000 G bales altogether. 
Ten thousand more of E bales are worth to G, 175 of her own 
bales per hundred, or 17,500 in all. Taking seven more steps 
of the same kind, we find that 90,000 of Z bales are worth as 
much to G as are 111,950 (not 125,300) of her own bales. But 
the equilibrium price is 78 G bales per 100 E bales, so G gets 
the 90,000 EZ bales for 70,200 of her own bales. The net bene- 
fit or consumers’ surplus accruing to G is expressed, therefore, 
as 41,750 (not 55,100) G bales. 

“The arrangement of the figures,” Marshall observes, ‘‘is 
rather less convenient for a similar calculation of the gain 


2. Principles, Bk. III, chap. 6 (6th ed. p. 125). 
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which E derives from the trade. But they indicate that it 
would be worth E’s while to give 170,000 of her bales for the 
70,200 G bales for which she actually gives 90,000; so that her 
total net benefit by the trade is 80,000 unit products of her 
labor and capital.” 

Proceeding as before, we note that the first 1,000 G bales 
have as much value to E as 10,000 of her own bales. A second 
increment of 3,000 G bales is deemed to be worth 15,000 E 
bales, for E is willing to give 20,000 E bales for 4,000 G bales, 
which makes the price 500 E bales per hundred G bales. A 
third increment, 5,000 G bales, E appraises as highly as 16,667 
of her own bales. Continuing in this manner until the equilib- 
rium point is reached, we find that the 70,200 G bales which 
are had in exchange for 90,000 F bales are really worth to Z 
150,931 (not 170,000) of her own bales. The net benefit of the 
exchange to £ is, in round numbers, 61,000 (not 80,000) Z 
bales. 

There seems to be no escape from the conclusion that Mar- 
shall, ordinarily meticulously careful with the details of his 
exposition, fell into arithmetical slips at this point. It is true 
that results much closer to his could be got by fitting smooth 
curves, made arbitrarily (and reasonably) high for small 
amounts of trade, to the figures in column (4) of the table and 
to the reciprocals of the figures in column (2). But Marshall 
describes his procedure as “adding up,’’ not as integration. 
Furthermore, the figures in columns (2) and (4) do not accord 
with any simple algebraic function of the volume of trade, as 
very likely would have been the case if the smooth curve had 
been constructed first and the figures taken off subsequently. 
A more plausible guess * is that Marshall, revising his manu- 
script again and again, altered his tables without changing his 
text. 

Matters of detail aside, what of the general validity and 
significance of the reasoning upon which Marshall’s conclu- 
sions rest? In my opinion, here, as at a number of other 
points, Marshall lost sight of some of the limitations of the 


3. Suggested by Professor F. W. Taussig, who first called my attention 
to the discrepancy in Marshall’s figures. 
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method he used in analyzing the equilibrium of supply and 
demand, even tho they were self-imposed limitations, and tho 
at other points Marshall showed himself thoroly aware of 
them. 

Marshall’s was a one-thing-at-a-time method. In analyzing 
a given situation the variables brought under survey were 
made as few as possible. Others were relegated to the back- 
ground. It is important to note, however, that Marshall gen- 
erally took pains to ensure that the reader should keep this 
background in mind. Few economists, in fact, have so com- 
pletely laid bare the limitations that attend their assumptions. 
Very likely it is because of the careful way in which different 
parts of the analysis are developed, coupled with this em- 
phasis on the limitations of these separate parts taken each by 
itself, that Marshall’s work, seen in some aspects, gives an . 
impression of structural weakness. He never glossed over 
difficulties. He points the way for his critics. But, as I have 
said, there were times when he overlooked the full significance 
of the limitations he had put on himself. 

This is the more remarkable in view of his own appreciation 
of just what the mathematical method could accomplish and 
what it could not. In the preface to the first edition of the 
Principles he wrote: “The chief use of pure mathematics in 
economic questions seems to be in helping a person to write 
down quickly, shortly and exactly, some of his own thoughts 
for his own use: and to make sure that he has enough, and 
only enough, premises for his conclusions.”’ So he put into the 
mathematical appendix to the Principles only “a few speci- 
mens”’ of those applications of mathematical language which 
had proved most useful for his own purposes. But those few 
specimens show unmistakable power and facility. 

It is in this mathematical appendix, moreover, that Mar- 
shall appears most keenly aware of the limitations of the 
one-thing-at-a-time method. Thus, Professor Edgeworth’s 
method of representing utility as a general function of vary- 
ing combinations of commodities “has great attractions to the 
mathematician; but it seems less adapted to express the 
everyday facts of economic life than that of regarding, as 
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Jevons did, the marginal utilities applied as functions of x 
simply.” * Or consider the reference to attempts like those of 
Walras and Pareto to define the general conditions of eco- 
nomic equilibrium by sets of simultaneous equations. 


But while a mathematical illustration of the mode of action of a 
definite set of causes may be complete in itself, and strictly accurate 
within its clearly defined limits, it is otherwise with any attempt to 
grasp the whole of a complex problem of real life, or even any con- 
siderable part of it, in a series of equations. . . . And hence arises a 
tendency towards assigning wrong proportions to economic forces; 
those elements being most emphasized which lend themselves most 
easily to analytical methods. . . . It is a danger which more than 
any other the economist must have in mind at every turn. But... 
in discussions written specially for mathematical readers it is no 
doubt right to be very bold in the search for wide generalizations. 
. . . Such discussions have their place: but it is not in a treatise 
such as the present, in which mathematics are used only to express in 
terse and most precise language those methods of analysis and rea- 
soning which ordinary people adopt, more or less consciously, in the 
affairs of everyday life. It may indeed be admitted that such dis- 
cussions have some points of resemblance to the method of analysis 
applied in Book III to the total utility of particular commodities. 
... . (But) we take each commodity by itself and with reference 
to a particular market; and we take careful account of the circum- 
stances of the consumers at the time and place under considera- 
tion. . . . Each particular difficulty, each source of possible error, 
is pushed into prominence by the definiteness of our phrases: we 
introduce no assumptions that are not latent in the practice of 
ordinary life; while we attempt no task that is not grappled with in 
a rougher fashion, but yet to good purpose, in the practice of ordi- 
nary life: we introduce no new assumptions, and we bring into clear 
light those which cannot be avoided.* 


The practical problems of life meet us one at a time. Eco- 
nomic analysis may easily yield results that are too abstract 
and general to be useful. Marshall tried to guide his own in- 
quiries into more profitable fields. But in so doing he en- 
countered difficulties of another sort. 

Consumers’ surplus is a case in point. Even within the 
limits Marshall set for himself, his method of measuring con- 
sumers’ surplus, as various critics have suggested, is question- 


4. Note xii, bis. 5. Note xiv. 
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able. I might be willing to pay $30 a ton for enough coal to 
heat one room for the winter, and $20 a ton for enough coal 
to heat two rooms. It does not follow that I should be willing 
to buy enough coal at $30 to heat one room and enough at 
$20 to heat a second room.* Another major difficulty, how- 
ever, is inherent in the one-thing-at-a-time method. In a 
measure Marshall was aware of it. 


In the discussion of consumers’ surplus, we assume that the margin- 
al utility of money to the individual purchaser is the same throughout. 
Strictly speaking, we ought to take account of the fact that if he 
spends less on tea, the marginal utility of money to him would be 
less than it is, and he would get an element of consumers’ surplus 
from buying other things at prices which now yield him no such 
rent. But these changes of consumers’ rent (being of the second 
order of smallness) may be neglected, on the assumption, which un- 
derlies our whole reasoning, that his expenditure on any one thing, 
as for instance, tea, is only a small part of his whole expenditure.” 


With respect to this reasoning, it may be observed, first, 
that some commodities absorb a respectable proportion of a 
consumer’s money income; and second, that by no stretch 
of the imagination can the importance of a dollar to a con- 
sumer be deemed constant over the whole field of his expen- 
ditures. The different surpluses attributed to the consumer 
in his purchases of different commodities blot out one another. 
Consumers’ surplus, as Marshall measures it, is not additive. 
Its sum, for any one consumer, comes precisely to zero.® 

Nevertheless, it would be absurd to deny that consumers 


6. Marshall replied to this objection in later editions of his Principles 
(e. g., 6th ed., p. 126, note), but the reply does not meet the point. There 
are, of course, various minor difficulties, such as those connected with the 
effect market prices have on consumers’ appraisals. 

7. Mathematical Appendix, note vi. 

8. Even in the inquiries of such writers as use systems of simultaneous 
equation, net consumers’ benefit cannot be measured: it can only be in- 
ferred. So far as purely mathematical considerations go, the position of 
consumer’s benefits is precisely like that of pure profits of entrepreneurs. 
In the general equilibrium of preferences and choices “utility,”’ under 
whatever name, cancels out. To save it, extraneous considerations must 
be invoked. Such considerations rest on the common sense assump- 
tions (1) that consumers arrange their budgets in accordance with their 
— and (2) that more command over goods in general is better 
than less. 
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gain when commodities are to be had with less exertion or at 
a smaller sacrifice of other goods. But the nature and condi- 
tions of such gains must be sought in the analysis of costs, not 
in demand schedules. Even then the net benefits conferred by 
such economies cannot be measured, altho it is possible to 
compare them and to rank them as greater or less. 

All of these considerations hold with particular force in the 
special case of the measurement of the net benefits of inter- 
national trade. From the fact that G would give 23,000 G 
bales for 10,000 E bales, it cannot be inferred that 20,000 Z 
bales are worth as much to G as 38,500 of her own bales. And 
it will hardly be maintained that the last G bale in a ship- 
ment of 70,000 bales is as important a deduction from the 
stock left for G’s own consumers as the last bale in a shipment 
of 112,000 would be. Here again the study of costs affords the 
only practicable road to conclusions respecting net gains or 
losses. Gains come from economies. The economies of inter- 
national trade are by no means an exact measure of its net 
benefits. But that net benefits are more or less according as 
the economies secured are more or less, is a justifiable assump- 
tion. 

Autyn A. Youna. 
HarvarD UNIVERSITY. 
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